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MONDAY, JULY 29, 1957 


Hovse or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERGOVERNMENTAL RELATIONS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 10: 20 a. m., in the hear- 
ing room, George Washington Inn, Hon. L. H. Fountain presiding. 

‘Present : Representatives Fountain, Reuss, Holifield, Dwyer, 
Michel, and May. 

Also present: James R. Naughton, counsel; Dr. Delphis C. Gold- 
berg, professional staff membe *; and Eileen Anderson, secretary. 

Mr. Fountatn. Let the subcommittee come to order. 

Let the record show that a quorum is present, in the persons of 
Mr. Reuss, Mrs. Dwyer, Mr. May, and the chairman. 

Before we proceed with the ‘taking of testimony I would like to 
make an opening statement. 

Under the Legislative Reorganization Act of 1946, the Committee 
on Government “Oper rations has the duty of studying intergovern- 
mental relationships between the United States and the States and 
municipalities. This responsibility has been delegated by the com- 
mittee to its Intergovernmental Relations Subcommittee. Because 
of this responsibility, the subcommittee has had before it, since July 
1955, the report of the Commission on Intergovernmental Relations 
(the Kestnbaum Commission). 

The Kestnbaum Commission was established by Congress in 1953, 
at the request of the President, to study and clearly define the proper 
role of the National Government in relation to the States and their 
political subdivisions. 

The bipartisan Commission was composed of 25 members—15 of 
whom were appointed by the President, 5 by the Speaker of the 
House, and 5 by the President of the Sects: After nearly 2 years 
of study and the expenditure of about $900,000, the commission sub- 
mitted its 31l-page report to President Eisenhower in June 1955. 
The report was accompanied by 15 supporting volumes representing 
the findings of study committees and experts who were assigned the 

task of examining individual grant programs and various special 
soldat in intergovernmental relationships. The intensive study 
of National-State-local relationships conducted by the commission 
was, in its words— 
aa first official undertaking of its kind since the Constitutional Convention in 
787. 

The Commission’s report contains approximately 200 recommenda- 
tions. While most of these are addressed specifically to the execu- 
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tive agencies or the Congress, recommendations are also directed to 
the State governments. This study, representing as it does so large 
an investment of public funds and manpower, certainly deserves the 
careful consideration of the Congress and the executive branch. 

The subcommittee’s activities in the field of intergovernmental re- 
lations have been planned with two objectives in mind: First, to 
carry out its general responsibility for studying Federal-State-local 
relationships, with particular emphasis on grant-in-aid programs, 
and, second, to evaluate the recommendations of the Kestnbaum Com- 
mission and to ascertain what action is being and should be taken con- 
cerning them. 

Since 1955, the subcommittee has been conducting a comprehensive 
study in this area, with special attention to the report of the Kestn- 
baum Commission. In December 1955, each Federal department and 
agency was asked to provide a det riled dese ription of its programs 
and activities involving intergovernmental relationships. Each de- 
partment and agency was also asked to list all recommendations of 
the Commission which applied to it, and to describe the action taken, 
if any, to put such recommendations into effect. This information 
was published in a 776-page staff report in August 1956. 

At the request of the subcommittee, a compilation was prepared 
by the Bureau of the Budget identifying the Federal department or 
agency and the programs concerned with each of the Commission’s 
recommendations. This document was also published by the sub- 
committee in August 1956. 

The subcommittee, in preparing for a thorough study of inter- 
governmental relations, found the need for an up-to-date bibliogra- 
phy covering important literature in this field. A suitable bibliogra- 
phy was prepared by the Library of Congress, and the subcommittee 
arranged for its publication in November 1956 in order to make this 
information generally available to public officials and other interested 
persons. 

Early in 1956, all State governors and a large number of mayors 

and county officials were asked to give their views on a series of broad 
questions relating to Federal programs of an intergovernmental na- 
ture. Replies were received from 42 of the 48 States, from 53 cities, 
and from 44 counties. A 542-page report on these replies was 
adopted by the Committee on Government Operations on June 17, 
1957, and has since been printed as House Report No. 575. In addi- 
tion to the complete replies, the report contains an analysis of the 
views expressed by the State and local officials. However, the com- 
mittee has not attempted in this document to evaluate the merits of 
these views, 

The report is particularly timely in view of the President’s address 
on Federal-State relations last month at the Governors’ Conference 
in. Williamsburg, Va. The President asked the governors to join 
with the administration in creating a task force— 
to designate functions which the States are ready and willing to assume and 
finance that are now performed or financed wholly or in part by the Federal 
Government. 

In its survey the subcommittee asked the governors to identify the 
intergovernmental programs of greatest importance to their respec- 
tive States. Concerning these programs, each governor was asked 
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his views on the desirability of reallocating responsibility or control 
and whether the level of government to which he believes functions 
should be transferred, is able and willing to perform them adequately. 

The subcommittee is now planning a number of regional hearings 
throughout the country during the next few months in order to give 
more intensive consideration to the views of State, city, and county 
officials on important problems of intergovernmental ‘relationships. 
The subcommittee has arranged the present hearing to obtain testi- 
mony from well-qualified persons as to the specific problems and 


issues which should be given particular attention in the regional 
hearings. 


In general, the subcommittee is seeking evidence bearing on two 
types of problems: (1) Whether the existing division of responsi- 
bility between the national and other levels of government is proper 
and satisfactory, and (2) whether, and by what means, intergovern- 
mental cooperation can be improved in the grant-in-aid programs and 
their operation made more efficient and economical. 

To assist the subcommittee in examining these areas, each of the 
witnesses has been asked to respond to a number of fundamental 
questions relating to the operation of our Federal system. 

Since all of the witnesses have been furnished these questions, if 
there is no objection, I will insert them in the record without taking 
the time to read them at this time. 

There being none, they will be so inserted. 

(The questions referred to are as follows : ) 


QUESTIONS FOR HEARING ON INTERGOVERNMENTAL RELATIONS, JULY 1957 


1. (a) What is your appraisal of the impact to date of the recommendations 
of the Commission on Intergovernmental Relations (the Kestnbaum Commis- 
sion) on— 

(1) The Congress; 

(2) The executive branch of the Federal Government ; 
(3) State legislatures ; 

(4) The executive branch of State governments. 

(b) Do you generally favor implementation of the Commission’s recommenda- 
tions? 

(c) If yes, what approaches can you suggest for achieving better follow- 
through on Commission recommendations? 

(d@) Are you opposed to any specific recommendations of the Commission? 

2. (a) Do you agree or disagree with the view that the growth of Federal 
programs in fields tradtionally considered State responsibilities has been due 
in large measure to the failure of the States to meet pressing public needs? 
Please explain. 

(b) If you agree with this view, what are the barriers to effective and 
responsive State government and how can they be removed? 

3. In relation to existing Federal grant-in-aid programs, is the principle of 
sharing administrative responsibility with State and local governments sound, 
or is allocation of complete responsibility for a program to a single level of 
government preferable? 

4. If Federal grants were discontinued with the simultaneous discontinuance 
of an equal amount of Federal taxation (by vacating certain tax fields or 
reducing tax rates), would the States be able and willing to raise sufficient 
revenues to support the existing federally aided programs? 

5. Which, if any, of the present grant programs would you like to see com- 
pletely a State (and/or local) responsibility in exchange for enlarged taxing 
capacity? 

6. If you favor exclusive State responsibility for some grant programs, which 
tax areas, or portions thereof, now occupied by the Federal Government should 
be relinquished to the States? 
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7. Are there any existing programs that the States might terminate if the 
Federal Government were to stop making grants and vacate certain tax fields? 

8. (@) If Federal grants now made directly to local government were ter- 
minated (e. g., slum clearance and urban renewal, public housing, airport con- 
struction), would State governments be likely to assume any additional respon- 
sibility for these activities? 

(6b) Could the municipalities finance these programs alone from local revenue 
sources now available to them? If not, is it likely that cities would be offered 
either State aid or enlarged taxing powers to continue these activities in the 
event that Federal grants as well as some Federal taxes were discontinued ? 

9. (a) Would you favor some type of tax-sharing arrangement whereby the 
Federal Government would continue to occupy the major tax fields but turn 
back to the States some percentage of collections for general governmental 
purposes? 

(b) If such an arrangement were adopted, should the payment to each State 
be made strictly in accordance with Federal tax collections within that State 
or should State fiscal need be taken into account? 

(c) As a practical matter, do you believe that all or most Federal tax col- 
lections can be equitably allocated to their State of origin? Please explain. 

Mr. Fountain. The views of the witnesses on these questions, to- 
gether with their advice concerning problems and issues that merit 
special attention, will, I am sure, be: very helpful to the subcommittee 
in its continued study. After completion of regional hearings, it is 
expected that a further series of hearings will be held here in Wash- 
ington with officials of Federal departments and agencies as witnesses. 
These hearings will thoroughly explore the structure and functioning 
of Federal- State programs, using as background information the 
views previously expressed by Federal officials in response to the 
subcommittee’s questionnaire and the data collected from State and 
local officials in regional hearings. Upon completion of the second 
series of hearings in W ashington, the subcommittee expects to pre- 
pare a comprehensive and constructive report on its findings. At least 
we hope it will be constructive. 

We are very happy to have with us this morning three very able 
men who served on the Kestnbaum Commission; one is the chairman 
himself, Mr. Meyer Kestnbaum. The others are the Honorable 
Brooks Hays, a Member of Congress, and the Honorable Harold 
Ostertag, also a Member of Congress. 

I might say, Mr. Kestnbaum, “before you proceed, we are very grate- 
ful that you have accepted our invitation to be present. And I would 
like to say for the record that Mr. Kestnbaum was not invited as a 
representative of the executive branch of Government, but, rather, 
in his own right. Because of his experience and the study he has made 
in connection with the subject matter of our hearings we feel that he 
can make a very valuable contribution to our own study. 

For the record, some of Mr. Kestnbaum’s activities are as follows: 

He served as Chairman of the Commission on Intergovernmental 
Relations, and, consequently, we feel that he is well grounded in the 
area that concerns the subcommittee. 

Because he is a very busy man and a very civic-minded person, we 
are all the more grateful that he has accepted our invitation to be 
present. 

In addition to being president of Hart Schaffner & Marx, Mr. 
Kestnbaum has also been a special assistant to the President for the 
past 2 years. He is active in many educational and welfare organiza- 
tions. He is a past Chairman of the Committee for Economic 
Development. 
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However, if there is any additional information which you feel 
should go into the record, we would be very glad to have it. 

Having made those preliminary comments, Mr. Kestnbaum, the 
committee is very happy to hear from you. 


STATEMENT OF MEYER KESTNBAUM, CHICAGO, ILL. 


Mr. Kestnpaum. I am grateful for that generous introduction and 
also for the opportunity to appear before this subcommittee. 

It seems to me that this is a very helpful development and I am sure 
that every member of the Commission feels that some useful results 
are going to flow from the hard work that was done. I am sure you 
will for give me if I express a little pride in what the Commission did. 

It produc ed what I believe is a first-rate report. But more than 
that, it approached these problems in a spirit that I think, if not 
unique, is at least unusual in approaching problems of this kind. 

I can recall almost no occasion when the Commission divided on 
partisan lines. 

These matters were discussed carefully, objectively. A great deal 
of attention was paid to the facts that were dev eloped by various 
study groups, and the Commission was willing to sit down and look 
at these problems on their merits. 

And today, flanked by Congressman Brooks Hays and Congressman 
Harold Ostertag, I offer further evidence of the nonpartisan spirit 
which characterized the Commission, it was hard to know the political 
parties they are affiliated with. 

Many times, in the work of the Commission, they were on the same 
side, and on most important questions. Where there was a decision it 
was not on partisan grounds. 

This Commission constituted as it was, of Senators and Congress- 
men, governors, members of the public at large, brought in an almost 
unanimous report. Their dissents were dissents on specific items, 
which appeared in the form of footnotes as you know. 

Nevertheless, there was a remarkably large area of agreement on 
these questions, which to my mind, is most encouraging. 

If I may, Mr. Chairman, I would like to address my vself to the ques- 
tions which are listed in this questionnaire. 

Mr. Fountarn. I might say at this point that they appear to us to 
be some of the basic questions. We may have omitted some which 
should have been included. If we did, we hope that the witnesses will 
take notice themselves and make any observations or comments they 
care to make. 

Mr. Kestnsaum. As we go along we will try to make some com- 
ments. 

But, certainly, these are the fundamental questions that should be 
raised in connection with the work of the Commission. 

Beginning first with the appraisal of the impact of the study on 
various groups, I should say that it is evident that the report did 
have a very substantial impact on the Congress. This is not only be- 

‘ause of the stature of the members who are represented on this sub- 
caine whose work has been extensive and thorough and which 
has certainly advanced the work of the Commission, but I should say 
that in developing legislation there have been many instances in which 
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the view of the Commission has been expressed. And in many cases 
even though not expressed it has apparently been influential. 

I point to the legislation on highways and on many other subjects 
which indicates that Congress developed views that were substan- 
tially in accord with those of the Commission. With respect to the 
executive branch of the Government, several notable things have been 
accomplished. 

The President appointed Gov. Howard Pyle as the Deputy Assist- 
ant for Intergovernmental Relations. And there is no doubt that the 
various departments and branches of the Government have taken rec- 
ommendations of the Commission into account, in developing policies 
on grants-in-aid, I believe for example, that the Department of 
Health, Education, and Welfare made rather substantial progress in 
simplifying some of the grant procedures. 

Other departments have also taken these recommendations into con- 
sideration, although it would be my opinion that a great deal more 
could be done in this particular field. 

With respect to the State legislatures, it would seem to me that not 
too much has been accomplished as the States, obviously, would not 
feel bound by the recommendations of the Commission. 

I believe that the questionnaires which were sent out by this sub- 
committee were useful in stimulating further interest on the part of 
the States and localities. But so far as I know very few States have 
actually done very much about the major recommendations contained 
in the report which are addressed to the States. I am referring to the 
proposal for careful examination of the fiscal capacities of the States 
and of the constitutional limitations which stand in the way of 
reapportionment and some of the other recommendations addressed 
specifically to the States. 

With respect to the executive branch of State government, I am of 
the opinion that many of the governors have taken a substantial in- 
terest in the report, and a few have acted on specific recommendations. 
For example, the Governor of Minnesota did appoint a fiscal com- 
mission to study the whole tax structure of the State of Minnesota. 
It was a first-rate commission, made up of representatives of various 
groups—labor, business, government, education, agriculture—and the 
commission produced a very good report. 

But this process is still in its early stages, and it would be my own 
opinion that the long-run benefits of this report, if there are any, will 
occur if the States themselves take a rather substantial interest in 
the whole problem and begin to reexamine their own capacities and 
the limitations which exist, both constitutional and statutory, which 
in many cases prevent the States from achieving the proper balance 
of Federal and State activities. 

Mr. Fountatn. May I interrupt to say that Mr. Holifield and Mr. 
Michel, members of the subcommittee, are now with us. 

Thank you; go right ahead. 

Mr. Kestnnaum. With respect to the second portion of the first 
question, what can be suggested for further followup, I believe this 
committee itself can be very helpful in the regional hearings it will 
hold, for example, and can do a great deal, in my opinion, to focus 
popular interest on the questions that are being discussed. After all, 
it is difficult, in spite of a great deal of publicity, to get the average 
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citizen excited about problems that are as complicated as these. But 
the hearings will develop discussion of the problems of the local com- 
munity, for it is apparent that the problems of our metropolitan areas 
arise because of the difficulties of adapting existing forms to chang- 
ing conditions. It may be that these inquiries and others will develop 
some pressures on the State legislatures for the kind of examination 
that we have been talking about. 

Of course, there are other ways of doing this. I have no doubt that 
the executive branch can be helpful, and the President in his recent 
speech to the governors has stimulated a great deal of interest, calling 
for a committee that would really come up with specific proposals for 
the improvement of the relationships between the National Govern- 
ment and the States. 

Beyond this, it would seem to me that the most hopeful development 
that could take place would be wide discussion of the specific prob- 
lems that are due to a lack of well-coordinated relationships between 
the various levels of government. 

And first, referring to the metropolitan areas, they suffer from 
the fact that by and large the States have not taken sufficient interest 
in their problems. I think it is also true that the counties because 
of the great shifts that have taken place, find themselves unbalanced 
with respect to responsibilities and revenues, and many of these 
problems will have to be mended by State action. The State is the 
only agency that can deal with them effectively. 

Mr. Ho.trierp. Is it not true that the State political subdivisions 
have become obsolete in many ways so far as meeting the needs of 
the modern spread of population and all of the attendant problems? 

Mr. Kestnsaum. I think it is particularly true that as populations 
have moved about and as we have had a flow of population to the 
cities and urban communities, it has left the whole county structure 
decidedly unbalanced. There are many counties which have huge 
populations. Their sources of revenue are inadequate to cope with 
their problems. 

It is difficult for them to get aid from the State or the municipali- 
ties, and, speaking generally, the county is not in a good position to 
get Federal aid. 

So this has been one area in which we have developed serious 
problems. On the whole, the multiplicity of local governments has 
added to the problems. In some of our metropolitan areas there are 
as many as a hundred local governments. 

Mr. Hotrrrerp. In the Los Angeles area within the last 60 days 
we have had about 6 or 7 municipal organizations, that is, organiza- 
tions of cities within the Los imei County area, right in my 
district, where the population became so heavy that we had areas of 
60,000, 70,000 people living in the county. And they must have a 
more responsive form of government than the county government, 
and they have organized into cities, which adds to the confusion in 
a way. 

Mr. Kestrnnaum. Yes. This type of organization is usually based 
on considerations other than practical operating considerations. 

I would like to say again the States have a very large, and im- 
portant role in this area. On the whole it is fair to say that the 
voice of the cities is not sufficiently influential in the State capitals, 
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Mr. Houtrinup. We have a situation in Los Angeles County where 
one State senator represents 6 million people, and 39 State senators 
represent the other 71 million people. 

Some of the State senators represent populations as low as 16,000. 
But a State senator representing 16,000 can cast his vote and can 
outvote the other senator’s vote. This is quite contrary to the situa- 
tion as it used to be. 

Mr. Kesrnsaum. And also, what is happening is that as these 
problems really become serious, there has been a tendency for the 
cities, the local governments to come to Washington for aid. And 
this is undoubtediy what has aggravated this problem. 

I would like to turn to the second question without reading it. It 
suggests that the States on the whole have failed to meet their most 
pressing public needs. One has to accept this in rather broad terms. 
But it is a statement in my judgment that is perhaps a little too 
broad. 

If one discusses this with representatives of State government, 
they point out their constitutional limitations. They point to the 
very rapid changes in population, which Congressman Holifield has 
already referred to. They state that many local communities have 
taxing power and bonding power which they have failed to use ef- 
fectively. They suggest that the National Government for a period 
was eager to encourage the flow of functions from local governments 
to Washington particularly in the case of the cities. 

So that while I think this is a fair generalization, I believe that 
it needs to be examined rather-carefully in connection with any par- 
ticular problem. 

But this much is certainly true, that the need for Government serv- 
ices has expanded tremendously, and that on the whole those services 
rendered by the National Government have been expanded much 
more rapidly than those of the State and local governments, partly 
because of the differences in fiscal capacity, partly because of the fact 
that pressures on the National Government are exerted much more 
readily than they are on 48 separate States. 

There was a time in our history when people interested in improving 
government focussed attention on the States. The early labor legis- 
lation, for example, was in the States, such as in the State of Massa- 
chusetts. Liberals who wanted more favorable legislation felt there 
were certain States where this could become more effective. But the 
proponents of programs today have discovered that they can be more 
effective at the national level. They bring their pressures to Wash- 
ington. 

As we pointed out in this report, the great growth in expenditures 
has taken place at the national level. In 1932 local governments col- 
lected 53 percent of all of the taxes collected in the United States. 
They collected more than the National and State Governments put 
together. 

And today, local governments would collect something like 12 or 
13 percent of all of the taxes collected in the United States. 

This is looking at the problem from the other end. And it simply 
confirms what I have been trying to suggest, namely that on the whole 
it has been easier to expand the activities of the National Government 
than it has been to expand the activities of the State or local govern- 
ments. 
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Mr. Hottrtetp. You spoke a minute ago about the State constitu- 
tions prohibiting certain expenditures. What weight do you give 
to the fact that there is a disinclination to change those State con- 
stitutions? In California we frequently do submit amendments to 
the people of our State. Is this restriction not used as an excuse 
by pressure groups within the State to prevent the constitution from 
being changed, particularly if it involves an increase in the rate of 
taxation ¢ 

Mr. Kesrnpaum. There are several factors involved. One as you 
suggest, it is fairly easy today to say, “Well, we have a constitutional 
restriction on income taxes.” The State of Illinois for example, 
has such a constitutional limitation. Many other States do. Other 
States have limitations on debt, very arduous limitations on debt. 
Others earmark certain taxes for specific purposes. 

On the whole the State constitutions were developed at a time when 
there was some suspicion of government. And the restrictions on 
the activities of the legislature were great. The legislatures in turn 
have imposed restrictions on the activities of the governors. In many 
cases the machinery simply has not been effective enough to deal with 
the problems. 

Some States are improving. The State of New Jersey had a con- 
stitutional convention and adopted a new constitution. One of the 
most important recommendations made by the Commission relates 
to this process of examining the limitations that are imposed by the 
State constitutions and statutes. It is a most important process that 
must take place if we are going to get any improvement in the whole 
picture. 

It cannot be a unilateral process. ‘The National Government by it- 
self cannot mend the situation. ‘The Congress does not have the power 
to develop legislation which will solve it. It must be done to a large 
degree by the States themselves. 

Mr. Honirretp. The people of California passed a referendum about 
30 years ago directing the Governor to call a constitutional convention 
for the State of California. No Governor, Democrat or Republican, 
has called that convention because of the widespread opposition by spe- 
cial interests to changing the constitution. Although any Governor 
could call it, no Governor has called it. It was permissive for the 
Governor to do this. None of them have taken advantage of it. Yet 
we have a United States Constitution which practically has not 
changed except in recent years. 

Mr. Kestnracm. In Illinois we were able to pass the Gateway 
amendment which permits changes in the constitution. 

Before that it was impossible to make such changes. This is evi- 
dence of the many difficulties that are involved. 

Mr. Howirrerp. It was thought that because of this lack of action 
on the part of the States, pressure arises to transfer decisions to the 
fewer representatives in Washington. I feel that if the States realiy 
face up to their problems there would be less of this pressure in Wash- 
ington. If the people who are interested in service cannot get it from 
their States, they are perfectly willing to tear down the old self-reli- 
ance principle of State government and go where they can get service. 

Mr. Kesrneaum. I certainly agree with that, Mr. Holifield, that 
there is an increase in pressure for governmental services, not only in 
our country but in most democratic countries. In fact, I suspect that 
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it extends even to the totalitarian countries, They all give evidence of 
feeling pressures. : 

As Mr. Holifield suggests, if the people cannot get these services at 
the local or State levels, there is a very great tendency to turn to Wash- 
ington, and the Members of the Congress are the recipients of every 
imaginable pressure for every imaginable program. 

We must face the fact that the da will come when no organization 
of government can possibly deal with as many problems as we have 
unless we go to a completely totalitarian type of state. 

Mrs. Dwyer. May I ask a question at this point? When you talk 
about State legislatures; just at this point I would like to ask several 
questions, if I may. 

Do you believe that the State legislatures by and large are aware of 
the many Federal grants-in-aid given to the States? Do you believe 
that they have been broken down so that each individual legislator at a 
State level is aware of that fact? © 

Mr. Kestnsaum. No, I would doubt that. I believe that they are 
aware in a general way of the amount of Federal money that comes 
into the State, because in many States it is in the State budget, but not 
all of the funds are budgeted. 

Mrs. Dwyer. Following through on that, would it not be a good 
idea to have each legislator in every State have broken down for him 
by some branch of the Federal Government how much Federal grant- 
in-aid comes into the State, and how it affects their budget ? 

Mr. Kestnpavum. I believe there are some figures given out which 
would show the total of the Federal grants. These are available; they 
appear in our report. 

It would be a little more difficult for the Federal Government to 
show the impact on the budget of each State because a number of 
the grants get outside of the budget of the States. That is one of the 
peculiarities of the States. However, I would certainly agree with 
the proposition. 

Mrs. Dwyer. What I am saying, sir, is that, of course, it is not 
broken down in how it affects their budget. But if that information 
came to every legislator, appropriations committees, sitting down 
discussing the budget in the State, would have a guide in preparing 
their budget. Such an analysis would show what the Federal Gov- 
ernment was doing. It also should be supplied as information to the 
people of the State, so the people of the State would recognize the 
money that was coming into the State to hold down the State budget. 

Mr. Kesrnspaum. I think that would, certainly, be very useful. 
T read an editorial which said that for every dollar that was received 
from the National Government we spend $2, or $214, or $3 in taxes. 
Many of the States argue that is an unprofitable venture. 

To my mind this is not a very penetrating analysis of the situation. 
It is quite popular in the editorial type of comment. 

Mr. Horirievp. They like to show they pay more taxes than they 
receive in.a particularly wealthy State like New York and California. 
But they do not show actually the reason they pay those income taxes 
is because they have drawn money from their commodities shipped 
out of the States or, in the case of the concentration of financial 
power, from the loans that go out into the States. 

Mr. Kestnravum. It is a very difficult consideration, and for some 
reason States seem to overlook the fact that Federal taxes are levied, 
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not only for the purpose of making grants, but of operating the 
National Government as well. 

One of the best things that could happen, in my judgment, would 
be a series of well-informed and well-considered articles in news- 
papers and magazines which would explain the problems to voters, 
citizens, and legislators, so that they would be clearer, because un- 
happily the discussions are clouded by many generalizations which 
are not very accurate. 

Mr. Founrarn. In connection with one of Mrs. Dwyer’s questions, 
I doubt that all of the Members of Congress are familiar with all 
of the Federal grants to State and local governments. 

Mr. Kesrnpaum. I have no doubt that is true. 

Mr. Fountarn. I have been amazed myself, during the short time 
that I have been here as a Member, to learn how each one protects 
his particular interest; by the time they all accumulate a large num- 
ber exist, and very few realize how many. 

Mr. Kestnpaum. Members of Congress will usually be dealing 
with those that are under active discussion, but not those that have 
been going along for years. This is in the nature of things, I am 
afraid, in government. And this is one reason why it seems easier 
to add to the business of government than it is for government to 
divest itself of such problems. 

If I may, I would like to address myself to No. 3. 

Mr. Fountain. Before you do that, I want to ask this specific 
question. Do you or do you not feel that in many instances people in 
the States come to the Federal Government, to their representatives in 
Congress, with requests and demands before they have exerted their 
full effort on the State level? 

Mr. Kestnpaum. There is no doubt about that. In fact, I think one 
of the factors here is one that Mr. Holifield referred to. I believe that 
the Members of the Congress have done their job well in terms of 
being responsive to their people, much more so, I should say, than the 
State legislatures; and the proponents of a particular program find 
that they can do better coming down to Washington than they can 
going to their State capital. 

I believe that the hearings down here are more sympathetic. All 
too often there are pressures on the Congress rather than on the State 
legislature. 

The fact remains, there is a better chance of getting consideration 
in Washington and there can be no doubt that there are many pro- 
grams which could very well be handled by the States but which 
come to Washington. 

Mr. Fountain. Do you think that national organizations and 
groups have had anything to do with that ? 

Mr. Kestnsaum. Well, this is what I had in mind when I suggested 
that the patterns have changed. There was a time when it was popu- 
lar to go to State capitals for special projects, particularly pet proj- 
ects—those that were quite controversial—prohibition is a good 
example. 

Pressures were put on States and local governments. This was true 
of many programs. But there can be no doubt that the willingness of 
the Congress to consider these projects as contrasted with the diffi- 
culties that exist in the States, and the development of these national 
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organizations which have learned the techniques of applying the pres- 
sures on the Congress transferred the pressures to W ashington. 

Mr. Houtrretp. Do you not think that fluidity of the population 
has to a certain extent made necessary Federal solution to the prob- 
lems which heretofore could have been solved in isolated communi- 
ties or isolated States—certainly populationwise ? 

Mr. Kestnsaum. Definitely this is true. The mere growth of the 
country has increased the problems which can be met only on a 
national level. When aviation comes along you must have regulation 
of aviation on the part of the National Government. 

Mr. Ho.irtevp. In the early days it was very important; now it is 
all-important because there is such a tremendous amount of it. 

Mr. Kestnsaum. And many other examples of problems which de- 
mand solution are alluded to, problems in our great rivers, or even in 
local streams which flow from State to State. These problems take 
on national significance. 

Mr. Hortrretp. Now we are facing a new field in atomic legisla- 
tion to protect the people from these atomic rays and the hazards 
of them. It seems to me that can only be done on the basis of the 
Federal pattern, which the States can help implement. 

I am very anxious to see the States take over the policing power 
on this, but from my own knowledge of the subject, they are not 
equipped to do it, and they are not showing any interest in doing it. 
And there is the matter of Federal ownership ‘of this. We have to 
follow every bit of atomic material in these industrial plants and see 
that it does not kill people. 

Mr. Kestnsaum. These are examples of the problems and pressures 
which will inevitably develop in a more complex society. 

And inevitably they point to the fact that the functions of the 
National Government will grow—it cannot help but grow. Tlrose 
that deplore big government are not very realistic. A big country 
requires big government. The bigger it gets the bigger the govern- 
ment. The lar ger the functions it must handle. 

We have added a whole series of economic responsibilities to the 
other burdens of our National Government. 

Mr. Howirrevp. Such as social security. 

Mr. Kestnpaum. These are all evidences of the fact that our people 
have come to feel that if there is a problem they cannot solve they 
take it to the Federal Government. 

As the chairman has suggested, it seems easier because of the way 
we are organized to ask the National Government to solve them, and 
this is probably inevitable. 

The only thing that should be added is that in the process the local 
and State responsibilities are also growing. And unless the States 
and localities are willing to accept ‘their fair share of this responsi - 
bility, the pressures become increasingly great. 

Mr. May. As the chairman mentioned, there are historic reasons 
why a lot of this has come about. And the chairman mentioned that 
several organizations also are for more Federal intervention. 

Would it not be true that this able report that has been given as to 
Federal-State relations, and as the result of our action, besides the 
magazine articles and articles along that line, will encourage more 
national civic type organizations rather than just talking about it or 
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making studies of data—actually get Congress to develop many areas 
of the United States, stimulate more interest on the local and State 
areas toward national and State levels would not that be a helpful 
thing? 

Mr. Krestrnnaum. It certainly would. It is one of the most hopeful 
approaches. 

We feel that this problem can be met if the people in our cities— 
and the majority of our people now live in cities—begin to recognize 
that it is in their interest to ask that State governments adjust them- 
selves to meeting some of their serious problems. 

Now the program of urban renewal, for example, was a national 
program. On the whole the States have taken very little interest in 
it. 

Mr. May. Therefore, more of this civic type appeal would result 
in help? 

Mr. Kestnsaum. Particularly in those cities that face the most 
acute governmental problems. The citizens should demand that the 
State governments ole take an interest in these problems, both finan- 
cial and legislative, and facilitate the solution of them. It will be 
done, however, when the people in the cities become sufficiently force- 
ful about it, and when there are changes in apportionment to make 
the voice of the cities effective at the State level. 

This will be one of the most helpful approaches to the problem. 

The people need to get excited about it. They are the beneficiaries 
of the programs, and, as I see it, this will have a very constructive 
impact on the whole problem. 

Mr. Houtrrecp. When we tried to put standards in the Federal 
legislation for the States to comply with in these grant-in-aid pro- 
grams, we found a great deal of opposition to it. And yet we feel 
that certain protective standards should be had. 

This is, in effect, the Federal Government trying to get the States 
to live up to certain responsibilities. It really isn’t an encroachment 
of Federal power on the local level. It is almost a beseechment of 
the Federal Government to them, “If you want this Federal money 
you have to comply with certain standards.” Like the roadbuilding 
standards, “If you are going to build a road you must comply w ith 
certain standards of inspection.” 

They have always tried to bring down the Federal standards. They 
feel that highway construction or food inspection should not be here. 

I had a representative group from the meat processors in Calli- 
fornia—about 435 of the State meatpacking groups sent their repre- 
sentatives here to try to get the Federal standards lowered so that 
they could sell State-inspected meat to the defense forces, and the 
reason of course is that the Federal standards are higher. It is for 
the protection of the boys in the service. 

You always have a fight on the part of the State to reduce the 
standards which seem to be protective standards. 

Mr. Kestnnaum. Yes. There are certainly great pressures for 
simplification of standards as well as reductions in standards. 

The Commission did make a number of recommendations on the 
subject of simplification, and suggested that these be simplified 
wherever possible. Some of the plans, particularly in the welfare 
field, are complicated. The plan for the State of New York, for 
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example, is a rather impressive series of volumes. Some simplifica- 
tion is in order and, as I suggested, has been accomplished by some 
of the departments. 

But on the second point, it is the duty of the National Government 
when it makes grants to see to it that they are carried out in a way 
that is consistent with the financial ability of the States. The Con- 
gress is on very good ground in trying to raise standards in all of 
these programs. 

This has been one of the great achievements of our Government, 
I should say. Let me point, for example, to the health field, in which 
we have accomplished very important advances in health with rela- 
tively small amounts of money. 

These congressional programs have helped in education, and they 
have required the States to match, and they have required the States 
to do certain things. If, on the other hand, the money had simply 
been turned over without any restrictions, I am confident that we 
would not be as far along as we are today. So there is ample justi- 
fication for programs in which the National Government takes an 
interest in the attainment of certain levels of performance in their 
operation. 

Mr. Ho.irtretp. You would be in favor, then, of the Federal Gov- 
ernment strengthening its standards. Maybe it would limit the ac- 
ceptance of some of this grant money, and at the same time have a 
salutory effect of causing the States that received the money to increase 
their standards of using it. It would have two effects. 

Mr. Kesrnspaum. I believe the States generally would testify that 
the influence of the National Government in these fields—in the wel- 
fare field for example, has been to raise standards. Now the question 
becomes one of wisdom and skill as to how far to go. 

When you get standards so detailed that they remove all operating 
judgment on the part of the State, obviously, they become a burden. 

t is a very nice question as to how well these apply. 

But, certainly, the standards ought to deal with objectives, and any 
time that the National Government institutes a program it ought to 
seek the highest standards of performance. 

Mr. Hotrrm xp. I was hoping you would address yourself to question 
3 there, because I think this is quite important. 

Mr. Fountarn. Go right ahead. 

Mr. Kestnpaum. Very well. 

There is no doubt in my mind that the most successful programs 
have been those in which there has been a sharing of administrative 
responsibility. Certainly, a partnership idea is the soundest idea that 
can be developed in this whole area. 

That is the National Government comes in as a partner with the 
State. It stimulates an interest in these problems, to raise standards, 
to lend technical assistance, to guide, and to try to stimulate the States 
to raise the quality of their performance. 

But it ought to avoid the dictatorial attitude in the operation of 
the programs. This to my mind is very important. The tn 
alludes to it, the partnership principle, in which you get a sharing of 
the responsibility, one in which the State can be creative. 

After all, most of what the National Government has learned, it 
has learned from some State in the operation of these programs. It 
it not reasonable to assume that the National Government has all of 
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ime ood ideas. Many of the best practices have been developed in 
the States. 

They then become the basis for national standards, which is one of 
the great advantages of the Federal system. 

But, certainly, this principle of sharing the responsibility, the 
partnership principle, is a very sound one, and ought to be used by the 
Congress, In my opinion, as a criterion in developing its programs 
legislatively, to support these specific programs. 

“Those activities which relate to the cities—take those—this would 
be equally true of the civic effort. 

With respect to question 5, I think that is one of the most difficult 
to answer at this time. I think I should say no more than point to 
the report of the Commission. 

The Commission did not propose a long list of activities which 
should be turned back to the States. On the whole, the most important 
development was a more careful scrutiny of future programs which 
would have the effect of enlarging the activities of the National 
Government. 

A few programs, however, were mentioned—vocational education 
was one which we thought might well have been studied. You will 
recall that this was established during World War I. The States have 
spent most of the money in this field, and perhaps, can do it without 
any burden. 

I believe that it was recommended that cash grants on school 
luncheons might well have been picked up by the States. Not the 
commodity, but the cash payments. 

One could go through and find specific grants which might well 
be picked up by the States. I recall that the Commission was rather 
divided on the subject of whether or not in the field of soil conserva- 
tion there might not be a larger participation on the part of the 
States and under certain circumstances the administration might be 
taken over by the States. That particular subject is apparently a 
controversial one. 

But it would seem to me that the most hopeful thing that could be 
achieved would be to develop some rather careful criteria by which 
further proposals for grants-in-aid would be judged and that further 
some of the grants would be terminated when it appears that they 
have carried out their program. 

That may well be true with some respect to some of the agricultural 
grants. We have a multiplicity of programs. It would appear that 
some reexamination of these would suggest that certain grants could 
be terminated over a period. We ought to have in mind that we 
certainly want to eliminate existing grants where the purpose of the 
National Government has been achieved whether it be to stimulate or 
it be an educational program. 

If that purpose has been achieved, then, the grants ought to be 
terminated. 

Mr. Hottrterp. Do you have any examples? 

Mr. Kestnpaum. I think we will come to some in the health field 
where, for example, in the early days TB was one of our most impor- 
tant problems. TB is on the decline, and it might well be that the 
program for TB could be substantially reduced. At the same time, 
Congress will be interested in other areas in which new research is 
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needed, areas which were not considered even hopeful a generation 
ago. 

Mr. Hotirrevp. Did you find there was a tendency to continue a 
Federal structure in an area that had pretty well been filled ? 

Mr. Kestnsaum. I believe the Commission had that feeling as, for 
example, with respect to vocational education. That was a rather 
good example of a governmental program—no one would quarrel with 
the program but one could quarrel with specific programs in voca- 
tional education. One could question whether one wanted to teach 
retail merchandising in a farm community. 

Here is an area in which the States are perfectly competent to 

carry on these programs and it would appear that the national grant 
could be tapered off. 

It is not a big activity. Eliminating it will not simplify the opera- 
tion of the National Government very much. But if you do not pick 
up some of these things, you fail to get a process of a correction and 
these programs ought to be ser utinized periodically. It would seem to 
me, as a matter of good workmanlike proc edure—this is purely a 
personal recommend: ition—that the C ongress, in setting up legislation 
embarking on a specific program, could very well indicate in its or ig- 
inal legislation the circumstances which it would feel justify the 
termination of that program. 

Too often we embark on a temporary program and discover that 
it is a permanent one and that there are many cases in which future 
Congresses debate the question what the Congress had in mind when 
it established this legislation. 

Mr. Horrrrenp. Are you speaking now of vocational training which 
was set up, for ee for the veterans of World War II? 

Mr. Kestrnpaum. I cited the World War I program purely as an 
example. But my general comment has to do with good orderly pro- 
cedure in the Congress. I speak with great humility to a group of 
men who know so much more about this subject than I do, but I ask 
whether it would be useful in setting up a program, particularly one 
that involves support over a long period for the C ongress to indicate 
the circumstances under which the program should he te rminated. 

Mr. Hortrrecp. This is desirable, I will admit, but it in effect is 
taken care of by the limitation on the length of time for which we 
appropriate. 

Theoretically, we should review this each year at appropriation 
time. The proposals should be reviewed and theoretically it is jus- 
tified by the agency that is carrying on this matter when it comes 
before the authorization committee and then again before the gle 
priations Committee. So, theoretically, we do check this every ye 
It would be very hard for us, for instance e, to set a time limit of | 5 
years or 10 years to oa when in effect we have a 1-year limit on it. 

Mr. Krsrnpavum. I did not have in mind a limitation based on any 
period. I had in mind that many of the programs are frankly major 
programs or special purpose programs. But after a while we develop 
vested interests in these programs. 

Mr. Hortrtevp. That is true. 

Mr. Kestnraum. Then, it becomes difficult ever to change or termi- 
nate one. I believe a good example of this will be the Hill-Burton 
hospital program. This is a very excellent program which had a very 
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useful purpose but I wonder whether the Congress indicated what it 
really intended in this program. Did it intend to remedy a deficiency 
in hospital beds? Was it the kind of program that was started, as 
many of the programs were during the depression, to create employ- 
ment and which they have tended to carry on? Was it to be a perma- 
nent support program? These are questions which a future Congress 
has to debate and the pressures will certainly be on the Congress to 
continue the Hill-Burton program indefinitely. 

Mr. Howirretp. So many of these are continuing problems. I am 
in accordance with your general idea. I point out some of the prob- 
lems you have to deal with. Soil conservation is a continuing prob- 
lem. Certainly we have not reached the zenith of the health care 
of our people through hospitals. There is a shortage of hospital 
beds in the United States. Many of these problems are not prob- 
lems which terminate but the increasing population carries the pro- 
gram right along. 

Mr. Kesrnpaum. The question is what is the role of the National 
Government in this field. Certainly the problems of life are going to 
continue and multiply and become increasingly complex. The ques- 
tion is whether the National Government wants to stimulate interest 
ina problem so that the people take it up or whether it is the theory of 
the Congress that it must aid in the solution of every problem that 
arises In our soc iety. 

If that is true, if the Congress feels a responsibility to aid in every 
particular problem, all I can say is the sessions will get longer and 
the appropriations will get larger. 

Mr. Ho.rtetp. You are touching on a very sensitive point, the 
length of sessions. 

Mr. Kestnsaum. The work of the Congress will never end. 

We did develop that theory of government which assumed that on 
the whole that we believed in local initiative and individual 
responsibility. 

Now, as our society has become more complex, we tend to say that 
the National Government must take a greater interest in the welfare 
of its citizens. We have been authorized to spend rfoney in almost 
every conceivable field for the benefit of our citizens. 

I am suggesting only, however, that even the Government of the 
United States will find that there are limits as to its capacity to deal 
with the problems of life and that our main reliance ought to be first 
on the individual and on private enterprise and then on local gov- 
ernments and State governments, and that the National Government 
has a kind of residual responsibility in these fields, but if it takes 
primary responsibility for everything, it will, some day reach the 
point where it is difficult for it to take proper responsibility for 
anything. 

Mr. Founratn. Have many of these Federal programs been 
terminated ? 

Mr. Kesrnraum. That is precisely the point. I can think of very 
few. Wecarry on programs—let me cite some examples. In 1789 we 
established a program for merchant seamen who had no health facili- 
ties, who were a very badly mistreated lot and who created great 
problems for local communities. Congress established an exc ellent 
program which has been carried on ever since and which now provides 
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the merchant seaman with almost unlimited care. We established the 
public health hospitals to provide this service. 

Now, today the need has changed very substantially. We have 
local napiale we have the whole welfare program, we have set up 
health and welfare programs in many industries. But this program 
has continued in operation and I am not aware that there has been 
any powerful movement to change or rationalize it. It will go on. 

Mr. Hoxtrretp. In other words, we are subsidizing the merchant 
marine shipbuilders. They are all for that. The manufacturers of 
ships and the shipping lines are all for subsidization there and we 
continuously carry on this program of helping to build merchant 
ships. Maybe there is a parallel there. Maybe we should help the 
merchant seamen, too. 

Mr. Kestnsaum. We could ask the question this way: If it is a 
subsidized industry, ought it not assume responsibility for providing 
for its employees as all other industries do, and which the shipping 
industry does, in fact, because their people based on shore in these 
areas are all provided for under regular health programs. But as 
long as the National Government is content to carry the support for 
the merchant seamen, the industry will not pick up the check. 

I cite that only as an example to support Congressman Fountain’s 

observation that we very rarely terminate programs. 

Mr. Founrarn. It would be wonderful if we could develop criteria 
that would enable us in Congress to more easily make a decision for 
or against a particular proposal. Then more decisions would be 
based upon the necessity of embarking upon a given program. Also, 
having criteria for determining when a program should end raises a 
difficult question. Is there not a problem of developing criteria for 
measuring when the need has substantially been met, as you have 
indicated? It is not too difficult to measure the need in an area like 
public health—TB, for example, as you point out. It is much more 
difficult in other areas. Would you elaborate more on the question of 
criteria? That seems to me to be one of the most difficult problems 
we face. 

Mr. Kestnpat™. It is certainly one of the most difficult ones and I 
doubt that there is any set of postulates that could be developed which 
would provide us with adequate criteria. 

The first thing in my judgment that would be required is the ac- 
ceptance of the proposition ‘that some of these things ought to be 
terminated some day. I find no evidence that there is any general 
acceptance of this proposition. 

Mr. Fountatrn. I agree with you. 

Mr. Kestnnaum. If the Congress would accept that proposition 
first, we ought to, as a matter of good housekeeping, clean up and 
dispose of some of these programs and then go on to new ones. 
Congress must always be responsive to problems and needs of our 
society. The question is, should it also encumber itself with many 
programs that have outlived their usefulness or which could be dis- 
pensed with. It is at this point that I think an acceptance of the 
general proposition is needed; that we ought to look at these things 
as temporary not only in terms of appropriation procedure but in 
terms of the philosophy of the governmental action. 

Mr. Horirtetp. You know, before the reorganization bill was 
passed in 1946, we had a committee here that was called the Commit- 
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tee for the Disposal of Useless Executive Papers. Maybe we should 
have a committee for the disposal of obsolete Government programs. 

Mr. Kesrnsaum. It would be a highly useful project. This is an 
old principle. This is the principle that led to the codification of 
laws. The legislative process is always a cumbersome one. The 
legislatures enacted laws until no one knew what the laws were, there 
were so many and periodically—and this goes back to early history— 
it was found necessary to codify the laws and bring them into some 
kind of correspondence. It might help if the Congress would study 
itself, particularly if it would go through a kind of house cleaning to 
eliminate some of the things “which fail to take into account the 
changes that we have been discussing here, changes that have been 
very radical. 

Again I speak with great humility on a subject which concerns the 
Congr ess, on which I am only a layman, but from the work we have 
done, it appears that many of our problems arise from the fact that 
we pass legislation rather readily under the pressures of the times, 
which I think is an important and useful process. I am not critical 
of this. If we were to Setiate for 5 years while the house was burning, 
we would have other problems. The Congress is responsible and 
is disposed to deal with problems. But on the other hand, it does not 
go back and clean up and rationalize and dispose of things no longer 
required. 

Mr. Horirrerp. One of the theories of the Reorganization Act was 
that each committee of Congress was given the duty of following its 
own legislation to observe its impact and to see whether it should be 
repealed oramended. I think that this has never been properly carried 
out. One of the reasons that it has not been carried out is because 
Congress is always niggardly in its own function. It does not build 
up, frankly, the organization of committees and subcommittee staffs, 
particularly some type of a permanent professional committee staff 
which could do this job which is imposed upon the committees by the 
Reorganization Act. As a result we do not review our legislation 
as thoroughly as we should nor do we review the impact of it. That 
is one of the basic functions of this Committee on Government Opera- 
tions, to pick up certain areas of economy and efficiency which theo- 
retically are imposed upon each legislative committee but which the 
legislative committees do not have the staffs to follow. 

Mr. Kestnsaum. If you look at the sum total of the functions 
carried on by the Congress and the great weight of legislation material 
that it is called upon to consider, it seems to be almost a superhuman 
task. 

Mr. Hotirterp. I hasten to say this committee is not performing its 
function as it should because we do not have the staff nor the appropri- 
ations for staff. Nor have we grasped the real opportunity that there 
is to explore continuously the function of government at all levels for 
economy and efliciency, which is the basic jurisdiction of this com- 
mittee. 

Mr. Kesrnspaum. That sounds very logical to me because the Con- 
gress is so concerned with the everyday pressures for legislation and 
action, it finds it very difficult to take the time to go back and study 
what has gone before. On the whole, I think the congressional branch 
and the executive branch are both overburdened with the amount of 
material they have to deal with. It is almost frightening to see the 
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number of things that have to be done and this accounts for some of 
our difficulties. 

Mr. Ho.trrecp. Another thing, your legislative committees up here 
and I do not pick any specific ones, like Agriculture, Defense, For- 
eign Affairs—they tend to become paternalistic over the agencies for 
which they legislate and become apologists and defenders of those 
agencies. 

“It is inevitable that this occurs because the department for which 
the committee legislates is so much better equipped with appropria- 
tions, staff and professional services that it can, to a certa'n extent, 
overawe its parent legislative body, or overinfluence it. 

Mr. Kesrnpacm. Yes, sir. 

Mr. Houtrrecp. And, of course, you have continuity in your agency 
where you do not have exact continuity in your legislative ¢ ommittees. 
There is 2 changing factor all the time. Partic ularly where we fail, 
it seems, is that we have a changing staff which has no remembrance 
or experience, in many instances, with what has gone on 10 years before. 

Mr. Kestnpaum. Yes, that is correct. 

We discovered that in our Commission, that it is quite a task to get 
the history of some of these programs for this very reason. 

Mr. Houtrrecp. Yes. 

Mr. Kestnzaum. I hope I have made it clear that I have great re- 
spect both for the problems that are dealt with by the Congress and 
the difficulties of that job. 

Nevertheless, | do feel that Congress can well atford to study itself 
in many of these areas. In addition to having commissions studying 
certain aspects of government, it may well be that a group in Con- 
gress, Congressmen and Senators can make a real contribution in ex- 
amining the operations of the Congress itself. This needs to be done 
constantly to make our Government really efficient. 

Mr. Hortrrerp. That is what we have done under the La Follette- 
Monroney Act. That was in 1946. It might be well to have a periodic 
study of the situation, maybe every 10 years. 

Mr. Kresrnpaum. I may be encroaching too much on the committee's 
time, Mr. Chairman. I will try to go on with perhaps reference to 
No. 6. 

It seems to me that No. 6 is related very closely to No. 5. But I 
would like at this point to speak generally in replying to 6 and 7 to- 
gether, to speak for a moment on ‘the tax aspects of this problem. 

Mr. Horirrerp. If you may permit me, you rather overlooked 
and 5 as to expressing your opinion on those specific questions. Do 
you think that there are some grant programs which should be ex- 
amined, and if so, how many? I think you only gave us one on this. 

Mr. Krsrnsnaum. My modesty on this matter arises from the fact 
that I have been asked by the President to serve on this task force 
which will be composed of a number of governors and some members 
of the administration. I am reluctant to develop some views here 
which I think might be taken by that committee. 

Mr. Hottrrerp. I see. 

Mr. Kestnraum. If I were not a member of that committee, I would 
be a little more specific on that subject. But that committee will in 
due course have some thought on the subject. 

Mr. Hottrretp. We hope you are saving up some real good thoughts 
there to print later. 
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Mr. Kestnsaum. May I make just a few observations on the tax 
aspect. of this problem because many people will feel this is the basic 
ditticulty in the whole problem. 

The statement is made first that the National Government has a very 
great advantage in the tax field, especially because of the income tax. 
Its taxing powers and borrowing oWers are great, and as compared 
with most of the States, there can ths no doubt that the National Gov- 
ernment is certainly in a better position with respect to the imposition 
of taxes and the creation of debt. . 

Then, we must remember that income taxes, progressive income 
taxes, represent the bulk of the revenue of the National Government 
and there are many good people who feel that these taxes are fairer 
taxes than the direct taxes such as sales taxes or property taxes, and 
this, therefore, is a better way to provide revenues than through taxes 
available to the States. It is true that many of the States have income 
taxes as well, not all the States. Over 30 of the States have income 
taxes. These are relatively small amounts as a rule. 

It must be recognized that there has, Sar history, been strong 
opposition to the imposition of property taxes; property taxes are 
historically painful taxes. In the early history of our own country, we 
were resentful on the subject. of taxes and this has been true in many 
other countries of the world. The ability of owners of property to 
influence State legislatures has been such that it has been difficult for 
the States to use that route for any substantial increase in taxes, 
although, as a matter of fact, I believe we showed in our report that 
property taxes in the United States represent only about 1 percent of 
the total appraised valuation, but there is a very great uneveness in 
the way in which these properties are taxed. That is to say, rates are 
very high in certain areas and very low in others. The aggregate of 
that tax is not as great as many people think. The States have 
derived large revenues from sales taxes and taxes on automotive 
products, such as gas and oil. These are the principal sources of 
State revenues. Because these sources are not usually capable of 
producing the amounts needed for our very large programs, many of 
the States feel that they do not have the capacity and, therefore, need 
Federal] aid. 

It is true, however, that if you take-the aggregate of all these 
taxes, which now represent almost one-third of the national income, 
they are derived from our economy and spent within the economy 
but different views as to the appropriateness of individual taxes have 
accounted for a great deal of our problem. 

The Commission expressed the opinion that the States have larger 
taxing capacity than they were generally willing to recognize and 
it called for the States to reexamine this problem. We pointed out 
the impact of 1 additional cent sales tax, for example, or what 
an income tax ee produce in various States. But the assump- 
tion that the National Government can vacate certain taxes and 
thereby automatically create revenues for the States is not a very 
sound assumption. It just does not fit. That is, with the exception 
of certain excise taxes, such as the Federal tax on gas and oil, which 
might be vacated, and picked up by the States. You will recall 
there was a reduction in the amusement tax but the States generally 
did not pick up the amusement tax, contrary to the assumption that 
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they fail to do so only because the National Government preempts 
these taxes. 

Furthermore, there was a reduction in Federal taxes of $7.4 billion 
in 1954 which presumably would have given the States an oppor- 
tunity to enlarge their tax base if they wanted to, but this was not 
generally done. In other words, the proposition that if you were 
to eliminate certain forms of Federal taxation you thereby create 
actual tax revenues for the States does not stand on very good 
ground. 

Mr. Hotirtecp. The original opposition that caused the Federal 
Government to pass that tax would still be there when the Federal 
Government relinquished it. 

Mr. Kestnpaum. Yes. There have been proposals for what are 
known as shared revenues whereby the Federal Government collects 
the tax and distributes it among the States. This is the sysiem that 
obtains in Canada, for example. But again history shows that when 
you have a system of shared revenues, you still have pressures for 
individual grants because the people who want a particular health 
program and are unable to get it from the State will be right back 
in Washington saying now let us have sc’ :ething for heart, cancer, 
or whatever it is. They still want a Federal program. 

So, while the study committee to which I referred is going to exam- 
ine this problem very carefully, and we would hope that we could 
make some suggestions in this area, I believe that anyone who studies 
this problem seriously must recognize that if the States are going to 
assume larger responsibilities they will have to enlarge their revenues 
and it will be difficult to rely on any substantial reduction in Federal 
taxes to make this possible. 

That area is a limited area. That is a rather broad generalization 
and I could labor it a great deal, but I think that is the central point 
involved. 

Now, there is, under 8—B, the question, Could the municipalities 
finance these programs alone from local revenue sources? This seems 
to me to be unlikely. The problems of the municipalities have multi- 
plied faster than their sources of revenues, particularly in the fields 
of police, streets, and education. It is unlikely that they could impose 
taxes on their local industries and citizens for all that they need. 
This would have to done very largely through an enlargement of 
State revenues. 

One good reason for this is that competition between cities is 
undesirable. It is bad for a city to have a sales tax when an adjoin- 
ing city does not have one, or its property rates are higher than the 
adjoining cities. 

On the whole the solution to these problems does lie with the States 
to a larger degree than has been recognized and they should take a 
larger interest in this problem. Some States have been driven to in- 
come taxes and various forms of use taxes. But when a State gets too 
far into this, it begins to discourage new enterprise and sometimes 
loses some old ones that find taxes too burdensome. 

Mr. Hotitrretp. We found that out in the shifting of industry for 
better tax advantage. 

Mr. Founrarn. Is it not true, that many of the municipalities 
throughout the country in recent years have been so hard put to meet 
their budgets that they have been complaining against the States in 
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the same manner that the States have been complaining against the 
Federal Government in the tax field ¢ 

Mr. Kesrnpaum. Certainly. One thing that is true, there are many 
groups who argue that there ought to be some simplification of these 
taxes. They have become so burdensome. It may well be that there 
are certain areas in which there could be tax simplification and pos- 
sibly some sharing of revenues. The principle of shared revenues is 
a limited one. I am now speaking of shared revenues between the 
States and the National Government. It may be that this could be 
adapted to our needs. This is one subject which this committee, of 
which I speak, will no doubt study. For that reason I am rather re- 
luctant to advance any specific proposals for it except to say that 1 
believe that in a limited number of areas this does present some pos- 
sibilities. Speaking generally, however, I believe we must recognize 
the fact that services cost money and if we are not going to enlarge 
our debt, we are going to have to finance these services through 
taxation, and while the total burden of taxation is high, we must re- 
member that many of these services are both necessary and costly 
and could not be performed by private means. 

To assume that we could go back to the good old days, when all 
governments spent $8 billion or $10 billion is a naive assumption in 
the world as it is today, even leaving out defense requirements. Even 
if we should have peace, the nature of these activities are such that 
they require larger revenues. Fortunately, we have a larger economy. 
In relation to the economy, the tax base is not as high as it was 10 
years ago. The most useful development here, it would seem to me, 
would be the recognition on the part of people that if we want services 
we are going to have to pay for them and they will have to be paid 
for by the great mass of our citizens directly or indirectly. 

We cannot get enough money from the rich or from industry to 
pay for these costs of government. They will have to be borne by 
everybody. This tends to argue for such things as use taxes, sales 
taxes, and others that have a broad base. We have been a little too 
hopeful that we could raise our money entirely through a system of 
graduated income taxes. 

Mr. Hottrrerp. Did your Commission study the suggestion which 
has been made that the Federal Government be prohibited beyond a 
25 percent assessment of income tax? Did you study that problem at 
all? 

Mr. Kestnpaum. Our Commission did not study that problem, be- 
cause it seemed to us to be a rather academic question. We cannot 
support a $70 billion budget with a 25 percent limitation on income 
taxes. It is difficult to imagine other taxes that would provide this 
revenue and that would not arouse greater opposition than the income 
tax. 

Mr. Hottrtetp. This leads me to ask a rather oo question, 
knowing somewhat of your business experience. After you made 
this study on the Commission, did you come to any new conclusions 
over those that you had before? 

Mr. Kesrnpaum. Yes, sir; I changed my mind on a great many 
matters. I must say that these gentlemen here did a great deal to 
educate me. I hope that was not the only result of the work of the 
Commission. If so, it was rather an expensive education. 

Mr. Founratn. I’m sure it was a reciprocal process. 
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Mr. Kesrnsaum. I want to add that they educated one another 
as well. In fact, to my mind, one of the most remarkable things that 
came out of this Commission was the acknowledgment by several 
members, particularly, some of our more conservative members that 
they had learned a great deal from the Congressmen and the Senators 
and from 1 or 2 men who are political scientists. 

I would say one of the most important contributions made by this 
Commission was that the men who knew something about government 
educated those who knew less and on the other hand, some of those who 
were specialists in other fields, had some impact upon the experts in 
government. In that respect it was a very useful process. 

I think Mr. Chairman, | could almost conclude my observations here 
now by saying that this subcommittee has embarked upon something 
that is probably as fundamental to our form of government as any 
activity I can imagine, if we are to preserve a Federal system, and if 
we are to preserve some rational procedure for the exercise of a demo- 
cratic government. 

It is very easy to drift into a different kind of government in which 
government takes all the problems and manages everything and, of 
course, under such a government there would not be very much 
liberty for the individual. 

This is vital to the preservation of our form of government. It is 
not an easy problem. In fact, it is an extremely difficult one because 
of the changing nature of our society, but this approach certainly im- 
presses me as being sound and the development of a much wider 
interest in these problems particularly of an understanding of the 
fact that there is a direct relationship between what you get in the 
way of services and what you have to pay for, will be a very useful 
contribution to the improvement of our form of government which 
because it was founded on the democratic system requires us to 
scrutinize these pressures very carefully. I think, unfortunately, many 
people assume that democratic government means the people rule 
through their Congress and that everything that everybody wants 
may be produced by the government. I think this is not the true 
concept of democratic government. 

I think our form of government requires that we listen to our people 
and are responsive to our needs but that we also administer wisely. 
Otherwise the burden of this form of government will be too great. 

Mr. Founrarn. Mrs. Dwyer. 

Mrs. Dwyer. Mr. Kestnbaum, I would like to ask you a question 
or two before you get away. 

I know you lived with this problem. As you know, the President 
made an outstanding speech to the Governor’s ( ‘onference in which 
he challenged the States to open the way for Federal tax cuts by 
taking over some of the costly programs now financed wholly or 
partially by the Federal Government. 

He accompanied this challenge with a warning that “More and 
more rapidly the pendulum of power has swung from our States to 
the Central Government.” 

One of the significant quotes from that speech was 
The elimination of the Federal overhead—stopping, in other words, the “freight 
charges,” on money being hauled from the State to Washington and back—a bill, 


I remind you, that has always been collected in full—would save the American 
taxpayer a tidy sam. 
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I realize your service on another Commission, but I would like to ask 
you if you have any suggestion to make to this committee, outside of 
TB aspects in public health and vocational education, as to any other 

categories to work on as it concerns grants-in-aid and giving back that 
tidy sum to the taxpayers? 

Mr. Kestnnaum. Could I expand for a moment on the freight 
charge back and forth? If you were to take any individual grant, 
[ think it might be rather difficult to sustain the proposition « or to 
measure that freight cost. Take, for example, the Department of 
Health, E ducation, and W elfare, which covers a very large range of 
activity. However, their administrative costs are not very high. On 
the contrary, they are remarkably low in relation to the size of the 
grants they administer. I believe what the President had in mind 
generally was that when you add a governmental activity, by its very 
nature, you add a great deal of expense. Anything our Government 
does is expensive. It is in the nature of things. If the same activity 
could be handled at the local level where people scrutinize their ex- 
penditures and where they vote on a matter, where they examine the 
project and the tax statement, they are apt to be a little more careful 
about what they authorize. It may well be that if every time the Con- 
gress had a project before it, if it also had a committee that pointed 
out just where this revenue was going to come from, what its impact 
would be, that we might look at some of these things a little more 
carefully than we do. Now, I believe, what the President had in mind 
was the beginning of a process—I cannot speak for the President, of 
course—but I judge what he had in mind is that we ought now to begin 
a process by which we begin to unfold some of this and put the States 
in a frame of mind where they are not quite so willing to turn their 
problem over to the National Government. It is cert: Linky true that a 
soit am which is applicable primarily to say in half a dozen States, 
some States get some very small amounts in these grant programs. 

They are down to a few thousand dollars. I think an excellent 
example of the kind of thing I would have in mind is disaster relief. 
We have developed legislation which makes it possible for a governor 
to declare that a disaster has occurred and to appeal to the President 
for aid and then receive aid from the National Government. 

If you examine some of these cases, you find that the amounts in- 
volved have been relatively small in terms of the capacity of the 
State and problems that were involved. But once you set up this 
legislation which sounds very appealing, how is it possible for a gov- 
ernor to deny where there has been a drought that there is a disaster? 
[f he failed to do that, he would be regarded as calloused and similarly 
how can the President say to the Governor of Texas, “Oh, no, the 
drought down there that cost a million dollars is not a disaster for the 
great State of Texas.” It is difficult for the President to say that to 
the Governor of Texas. 

Consequently, you create a situation whereby it is a little bit too 
easy for the people affected by one of these disasters to come to the 
Federal Government. 

The Commission felt, I think wisely so, that we ought to develop 
a few principles that would minimize this. One is “the insurance 
principle. Why not,develop a regular insurance program? The 
other is the principle ‘hat is used in automobile insurance. There is 
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usually a $50 deductible provision so they do not get every petty claim. 
Would it not be possible to develop a theory on the basis of the ca- 
pacity of the States that unless you get into a situation beyond a 
certain minimum, it would not be a Federal responsibility but a State 
responsibility? The States of Texas, Illinois, Pennsylvania, and 
most others are really competent to handle many of these problems. 

In connection with widespread disaster, they get help from the Na- 
tional Government, from the Army Corps of Engineers, for example, 
or the Coast Guard or other agencies, as well as from the Red Cross. 
But a cash grant applicable to a limited problem, such as drought 
relief in a small area, is a type of assistance about which I would raise 
a real question. 

Mr. Hourrrerp. Would you put that on a percentage of the wealth 
of the State? 

Mr. Kestnpaum. I think that would be a good criterion. 

Mr. Horirrevp. For example, if the wealth of the State was a hun- 
dred million dollars and the catastrophe ran over a million dollars, 
then, there would be a program of sharing which would help to con- 
trol a complete outright largesse from the Federal Government. 

Mr. Kestrnsaum. The Commission developed a plan on the insur- 
ance principle. 

Mr. Horirrerp. Is that a present payment insurance? 

Mr. Kestnpaum. Yes. 

Mr. Hottrtetp. Who pays that ? 

Mr. Kestnsaum. The States would contribute it to a fund as they 
do to the unemployment insurance fund. 

Mr. Houtrrevp. On the State level ? 

Mr. Kestnsaum. That is right. 

Mr. Horirrerp. That would be available for catastrophes? 

Mr. Kestnspaum. Yes. There would be nevertheless a minimum 
limit to a claim. 

Mr. Hortrrmip. What was the response of the States to that sug- 
gestion ? Has there been any action on the State level ? 

Mr. Kestnsaum. I would say the response so far has been unen- 
thusiatic. After all if it is possible to get a direct grant from the Na- 
tional Government, why should the State be enthusiastic about their 
contribution? This was a case where the Congress had perfectly good 
intentions and I think for sound consideration—I am not certain 
that political considerations were completely absent, but leaving this 
out, it was sound legislation, but failed to appreciate that this would 
lend itself to this kind of demand. It is true of any benefit that is 
made available. People soon begin to exercise their ingenuity to see 
how they can take advantage of it. 

Mr. Fountary. Mr. Kestnbaum, I wonder if you would be able to 
come back with us for a short while this afternoon? 

Mr. Kestnzaum. I guess it is almost lunch time. 

Mr. Fountain. We have two distinguished Members of Congress. 

Mr. Kestnspaum. I would like to yield to them. 

Mr. Fountarn. We will be glad to hear from them but before we 
do so, I think some of the members may have some specific questions 
they would like to ask you. 

Mr. Kestnpaum. First, I would like to very much hear Congress- 
man Hays and Congressman Ostertag myself. If I may, I would 
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like to step aside and if you want me to come back, perhaps I could 
do that. 

Mr. Fountain. Which one of you gentlemen is in the biggest 
hurry ? 

Mr. Hays. I can come back this afternoon, if the committee would 
like Ostertag. I can plan to come back. 

Mr. Fountarn. You said you had a committee meeting? 

Mr. Osrerrac. That was this morning. 

(Discussion off the record.) 

Mr. Reuss. I have just one question. 

I appreciate very much, Mr. Kestnbaum, your willingness to gen- 
eralize a little bit as you have done because then we can get started 
to this thing. 

Let me ask you about another possible generalization, this whole 
problem of how do you go about dec entralizing some of these over- 
centralized functions. Would you agree, as [ think you would from 
what you have said, two of the most important things that could be 
done in this country to take some of the things off the Federal Gov- 
ernment that are now on it that should not be—fairer representation 
in the State legislatures and home rule in the cities? 

Mr. Kestnpaum. Yes, I certainly would agree. 

The question of proper representation is central to this whole 
matter because without it, I am afraid that you make it impossible 
for the majority of our population to make themselves heard in their 
local governments. The majority of our people are now living in 
urban communities and they are not properly represented in many 
of the States and until they are, they are going to exert pressures on 
the Congress to take care of matters which they cannot deal with 
locally. “WwW e have a long tradition of local responsibility, a a great tra- 
dition which should be “preserved, so I would certainly agree. The 
Commission pointed out that this was vital, this whole question of 
proper reapportionment. Many of the State constitutions provide 
for periodic reapportionment but it is not always mandatory and it 
does not get done. 

Mr. Houtrtesp. If it is done, it is done on a political basis rather 
than on a representative basis. We have congressional districts in 
California with 230,000 population and other congressional districts 
with 750,000. 

Mr. Kestrnsaum. That illustrates the point and let me add that 
California is more progressive than some of the other States. 

Mr. Ho.triexp. I realize this. 

Mr. KestnpAum. So this is certainly central. 

Then, as to decentralization, we have demonstrated in many areas 
that the States are capable of some excellent work. I would say in the 
highways, the State highway commissions by and large are doing first- 
class work. Iam not an author ity in this field and, therefore, I do not 
think what I say should be regarded as expert testimony but from the 
studies that we made, it was evident that there are any number of the 
States that produce first-class programs, they do first-class jobs on 
highways and the function of the National Government is a good one 
but certainly there would be no justification for a single highway 
department in the United States. 
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That would be a step backward. On the contrary, the State high- 
way departments are improving their jobs very Substantially, and 
this is true in many other fields. In the field of welfare, many of the 
States have first-rate departments and know how to do their jobs. 
The one special contribution that can be made at the Federal level, 
I think, is to offset some of the local political pressures whereas in 
a particular State you may get too much political pressure. 

Our political system works best, I believe, when it is pretty well 
balanced. But it is true that in a particular State you sometimes 
have certain political considerations that make it difficult for a pro- 
gram to operate well and it is at this level that the national inter- 
vention is useful. The grant that is tied to standards as Congressman 
Holifield has suggested, does tend to overcome some of those prob- 
lems. This suggests that possibly the best contribution to be made 
by the National Government is in the area of planning and in the 
setting of standards and that the best contribution to be made by the 
local units is at the operating level. It is there that it is probably 
not wise for the National Government to get uneconomically involved. 

When you start telling people—— 

Mr. Horirretp. Except as to supervision and checking to see that 
the standards are followed. 

Mr. Kestnraum. That is right. Having set the standards, it seems 
to me the best procedure is one that calls for a lot of local authority 
and holds the people to performance rather than to detailed, too de- 
tailed, checks and accounting and so forth. 

Mr. Horarterp. I think this is in general followed. 

Mr. Kesrnpaum. I believe this is true. 

Mr. Hottrterp. Particularly, in the Corps of Engineers, the work 
they do, for instance, is supervisory. They do not have a whole 
corps of people do the job. In most instances they act as the con- 
tracting agent. 

Mr. Kestnnaum. The Commission suggested in the field of agri- 
culture that you have cross certification of 1 inspection. 

Instead of having State and Federal inspection, you could have a 
cross certification upon an agreed standard. 

A great deal of this could be done. The various levels of Gov- 
ernment ought to dovetail rather than duplicate. It is when you get 
overduplication that you run into some difficulty. 

But certainly business has found that decentralization is the answer 
to many of these problems. You cannot bring everything down to 
Washington. If we can find room for decentralization in this maze 
of problems we are dealing with, we will be better off but it requires 
many things, not only this partnership concept that has been spoken 
of here, but a willingness of the National Government to place more 
responsibility on the States and a willingness on the part of the States 
and the local governments to accept them. 

Mr. Reuss. Thank you. 

Mr. Founratn. Mr. Kestnbaum, Dr. Goldberg, who has been doing 
a splendid job for the committee in this field, has a question he would 
like to ask you. 

Mr. Kestnraro. Right. 

Mr. Goupperc. You have made mention of administrative com- 
plexities in some of the grant programs, particularly in the welfare 
field. There has been a tremendous amount of pressure at the Fed- 
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eral level for treating all States alike, for having uniformity of Fed- 
eral administrative standards. I wonder whether we have now 
reached the point where selectivity rather than uniformity ought to 
be the key. 

Might it not be possible, for example, for the Federal Government 
to draft broad standards for State personnel and for financial auditing 
and to relieve the operating agencies, like the Department of Health, 
Education, and Welfare, of these responsibilities in those States 
which are performing on a level comparable to Federal expectations ? 

Mr. Kesrnpaum. | think, Dr. Goldberg, it is difficult to answer 
that question in general terms because it covers so many activities. 
I would like te attempt to make just a few observations. In the first 
place, in a department such as HEW, they ought to have the power to 
use some discretion when the State of New York comes in with a 
welfare program which meets standards. It ought to have a minimum 
of supervision in terms of examination of the detailed functions 
because I would say that the State of New York handles those matters 
well, as do many other States. The State of California handles them 
very well. Unless you are going to have a huge administrative organ- 
ization, we ought to use the principle of applying our efforts where 
they are really needed. So that on the whole the tendency has been 
and should continue to be to liberalize the degree of restraint imposed 
upon these departments where they have done a good job. 

On the other hand, you cannot get absolute uniformity, it is not 
within the capacities of many of the States. As we know many of 
the so-called poorer States are actually making better progress—they 
had far to go—they are making better relative progress than some 
of the larger States. Time, wisdom, patience are very important. 
One of the mistakes that is made is to assume that a government 
or any other agency can develop set mechanical methods and stand- 
ards for doing these things. We are dealing with management prob- 
lems. With all the good will in the world, you cannot have absolute 
rules. 

Mr. Howtrteip. It is the proposals and intents of Congress. 

Mr. Kestnnaum. Yes. 

Mr. Howtrietp. The General Accounting Office is interested in 
complying with the law from the standpoint of expenditure, but 
they are not necessarily interested in the details of proposals and 
procedures in which the Department of Health, Education, and Wel- 
fare would be. There are two sides to this thing. 

Mr. Kesrnpaum. That is right. 

One can go too far in attempting to audit the skill with which a 
county supervisor actually administers a particular problem. I think 
that the area of the State responsibility is still very large and that 
we must achieve a very nice balance. You have the National Gov- 
ernment which wants to protect its proper interests in carrying out 
the program but you do not want to take away from the State or 
the county or the local jurisdiction its proper responsibilities. 

After all, the people that are dealt with are citizens of the States 
and counties that are affected. There could be a constant struggle be- 
tween the professionals who seek perfection and administrators who 
are trying to find a rational approach to their problems. 
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I do not think it is possible to write a formula in general that is 
applicable to every particular situation, and one of the great needs of 
this program is the very element of judgment that I have referred to 
and this is why it is so difficult to carry out to extend these programs 
indefinitely, there are not enough people with skill and judgment 
capacity to carry out al] these programs at all these levels and since 
this is also the central problem of business—it is our bottleneck in 
business too, people with capacity, that is the limiting factor. We 
ought not to get so overorganized as to be dependent on capacity that 
does not always exist or is not always available. 

Mr. Gotpserc. There would appear to be a reluctance on the part 
of the departments to exercise discrimination among the States and to 
exercise senemnet without being so directed by the Congress. The 
question I had in mind was w hether it might not be wise to start sin- 
gling out particular areas such as the merit system requirements and 
to vest responsibility in a Federal ageney—perhaps the Civil Service 
Commission in this case—for defining performance standards that 
might relieve the States of close Federal supervision. 

Mr. Kestnzaum. Are you talking about the Federal-State Civil 
Service Commission or the State one ? 

Mr. Gotppere. The merit system requirements under some Federal- 
State programs. 

Mr. Kestnsaum. I come back to what Congressman Holifield said. 
I think the emphasis ought to be on standards of performance, rather 
than on the minutia under which there is too much insistence upon 
the means by which this should be achieved. There is a minimum of 
course. You want asound accounting. You want a sound merit sys- 
tem. I have found that in almost every case where there are varia- 
tions, there are some arguments for these variations and there is a 
tendency of someone in Washington to say you must hew to the line. 
I would tend to minimize the number of cases where you should say 
hew to the line. Test the program in the State on the basis of its 
performance. 

If it does it well, it is pretty good, and if it does not do it well, I do 
not care whether they use the system you advise— 

Mr. Houirretp. You can take a program that is technically well set 
up but that is not in sympathy with the program, that could ruin the 
program. 

Mr. Kestnpaum. It certainly can. This is the weakness in many 
of the Federal programs. This is inherent in the nature of the pro- 
gram. The President has referred to the matter of State rights in 
which he is a great believer. I must say that I too believe that there is 
a great deal more capacity for the enlargement of these functions in 
the States than is being exercised if you can only get them to take an 
interest. 

Mr. Horitrrerp. This has to be a bedrock initiative on the part of 
the States. We cannot enforce it from above except to a limited 
extent through requiring standards of performance. 

Mr. Kestnpaum. That is right. The Congress is fairly ingenious 
in inducing this cooperation by making it expensive not to cooperate. 

Mr. Fountary. What disturbs many of us is that many fine organ- 
izations prompt the Congress to pass what is sometimes deser ibed as 
the pork-barrel legislation. I get correspondence from people who 
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are for certain legislation; and, when I ask them why, they say the 
people in such-and-such a section of the country are supporting our 
requests. The result is they scratch each other’s back. And we have 
pressure for certain proposals on a national level which does not 
exist on a State level. Isn’t that true in many instances‘ 

Mr. Kresrnsaum. Yes; I would say the job of being a representa- 
tive of the people in these times is a very difficult one. 

Mr. Founratn. Before I ask you other questions, which I think you 
can answer very quickly, I want to recognize the presence here as 
observers—an indication again of the nonpartisan approach which 
is being made both by the executive and the legislative branches of 
government in this field of intergovernmental relations—of: 

Dr. Thomas J. Graves, Assistant Division Chief for Federal-State- 
Local Relationships of the Bureau of the Budget, Executive Office 
of the President. 

Mr. Wayne B. Warrington, Special Assistant in the White House 
Office, is an observer on behalf of Gov. Howard Pyle, Deputy 
Assistant to the President for Intergovernmental Relations. 

We are very happy to have these gentlemen here today. I have 
a couple of questions which you may be able to answer very briefly. 

If you feel that you cannot, we can go into them in more detail 
at a later time. 

You worked on many of the recommendations of the second Hoover 
Commission and you undoubtedly have had considerable contact with 
the Citizens Committee for the Hoover Report. 

With the benefit of hindsight, do you believe that the establishment 
of a similar citizens committee for the Kestnbaum Commission report 
at the time the report was issued would have substantially improved 
the implementation record ? 

Mr. Kresrnsaum. Mr. Hoover was gracious enough when I gave 
him a copy of my report to ask me the same question. In fact, he 
said if I felt that the citizens committee would be useful, he might be 
able to serve on such a committee, which I appreciated greatly. 

I think there are many advantages in a citizens committee. It does 
become a vehicle for focusing attention on a program. Of course, it 
might also have to observe operations and raise money and you have 
to ask yourself to whom will its attention be devoted. The Citizens 
Committee for the Hoover Commission Report, of course, is doing two 
things. It’s continuing an educational job and then, of course, is 
devoting attention to focusing interest of citizens on their Congress- 
men on behalf of specific programs. The nature of the recommenda- 
tions made by this Commission is quite different, however. There are 
very few specific recommendations to the Congress in terms of specific 
legislation that could be enacted. When the Hoover Commission 
finished its work, there were a hundred-some-odd bills put in the 
Congress that came up for consideration. Very few bills could be 
prepared as a result of the work of this Commission. 

Mr. Fountain. We noticed that. 

Mr. Krstnsavum. I think the Commission has wisely tried to deal 
with basic philosophy and tried to make its recommendation to the 
Congress in terms of general objectives. We did not have specific 
bills. When you think about it, there are very few specific bills that 
could be introduced. 
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Dealing with specific grants-in-aid in part 2 of the report, we did 
express our views; and, on the whole, I am glad to see that the Con- 
gress has shown a disposition to take them into ace ount, and I would 
say—it may be purely coincidental but the conclusions reached by the 
Congress have not varied too widely from the conclusions reached by 
the Commission, which we have found encouraging. It is not possible 
to have legislation that would make an impact on the State legisla- 
tures. The work of such a committee, Mr. Chairm: un, would be prin- 
cipally educational and would have to be carried on prine ipally in the 
States. 

In the States there were citizens committees established in the 
early stages of this program and I think many of them exercised a 
useful influence; but it would seem to me that that would be the 
happiest result, organizations by States that would look at the prob- 
lem that is particularly related to that State. The problems of Cali- 
fornia are quite different in this area from the problems of Arkansas 
or Mississippi. While I am sure that a citizens committee might have 
done useful work, it is not quite comparable to the Citizens Committee 
on the Hoover Commission. 

Mr. Founrarn. I think you have already answered my next ques- 
tion and that is, What can be done to mobilize public opinion at the 
State and local levels on behalf of the Commission’s recommenda- 
tions? In other words, isn’t there need for an educational cam- 
paign, and how can such a job be done ?. 

Mr. Kestnpaum. It is. I might say also, at the State-local level, 
the committee that would be organized to study the problems within 
the State; its terms of reference ought to be the problems within the 
State rather than the Commission report. 

The Commission report is a useful tool but I would be sorry to see a 
group in the State of Illinois organized simply to advance this report. 

I would be happier if that group said, “Let us reexamine our Con- 
stitution, our apportionment and our fiscal limitation and our metro- 
politan problem.” That is what they ought to study. The report is a 
useful tool, but one of many. They w ill have many more before they 
get through. They will have this committee’s report and many others. 
In other words, each State should study its own problems. 

Mr. Fountarn. That is the spirit in which the subcommittee em- 
barked in this task. I do not know what we can accomplish. 

Mr. Ho.trterp. I would like to compliment Mr. Kestnbaum on 
what he said about setting up a citizens committee on this matter. 

The second Hoover Commission, in effect, tried to take over the 
policymaking function of the Congress. It took over the bill draft- 
ing function of the Congress and as a result the majority of its rec- 
ommendations have come to naught because it did encroach upon the 
function of Congress, in my opinion. 

I am speaking of the second report. 

Mr. Founrarn. The subcommittee will now recess until 1:30 

(Whereupon, at 12:30 p. m., a brief recess was taken to reconvene 
at 1:30 p.m., the same day.) 
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AFTERNOON SESSION 





Mr. Fountarn. Let the subcommittee come to order. 

Let the record show that a quorum is present in the persons of 
Mr. Reuss, Mrs. Dwyer, and the chairman. 

We are very happy to have our colleague the Honorable Brooks 
Hays. I am told that he was a very valuable member of the Commis- 
sion on Intergovernmental Relations. I know how busy you are, 
Mr. Hays. Consequently, you may begin right now, and give us the 
benefit of your thinking on this most important subject. 


STATEMENT OF HON. BROOKS HAYS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF ARKANSAS 


Mr. Hays. Thank you, Mr. Chairman. I see that Mr. Kestnbaum 
isn’t here to listen to one brief compliment I would like to pay him— 
a well-deserved compliment—because I thought his performance this 
morning was splendid and it accounts for the great admiration that 
the members of the Commission entertained for our Chairman. 

The service that I had on the Commission was one of the most 
profitable experiences of my life and I join in the appraisal he gave 
of the work of the Commission. I believe that in time there will be 
some substantial results of the work of the Commission. 

I have two thoughts in mind about the present situation which 
finds us philosophically divided in the Nation as a whole—States 
Righters on the one hand and Centralists or Federalists, on the other. 
This is an oversimplification, I concede. This philosophical division 
calls for continuing and intelligent study of the role of Government 
in human affairs. I feel that while the emphasis on craftsmanship, 
the study of legislative methods by which progress can be made with- 
out doing violence to our dual form of government, that while legis- 
lative skill is extremely important, nevertheless, public understanding 
also calls for this educational service on our part. 

For while we are not editors and are supposed to be servants and 
not masters of the people, in the field of education we have a great 
responsibility to stimulate the people to study the problem. 

As one of our colleagues said, we are windows as well as mirrors. 
We do Owe it to the people i in the midst of this cleavage, to talk about 
the role of the Federal Government, because that is our responsibility. 

I think that it is more important that we have an atmosphere of 
good will in which right solutions may be sought than that we come 
up with a metic ulously perfect answer, a skillfully prepared answer, to 
a specific problem. It is because of that that I see the work of the 
Kestnbaum Commission as having educational significance. 

I hope this isn’t regarded as academic. I think there are some 
specific things that can be done that are related to this educational 
process. I would suggest for the committee’s consideration, for ex- 
ample, that something like the Kestnbaum Commission be established 
again, next time ine luding participants from the legislatures of our 
States. We could use this procedure as a means of building into the 
thinking of members of the general assemblies the importance of 
this whole system of interrelationships. They still tend to think in 
legalistic terms since they have not been exposed as fully as we have 
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to the problems through such devices as the Kestnbaum Commission. 
They see this as a struggle between the States on the one hand and 
the Federal Government on the other. This sort of struggle for 
domination does not serve the good of the Nation. Whatever our 
philosophical preferences now in this broad cleavage, it seems to me 
we ought to accept the preachment of James Madison at the time the 
Constitution was rere and this unique dual plan of ejay 
embraced, that each side must practice reciprocal forbearance. I do 
not think we can find any better summary of the attitude needed on 
the part of the respective participants in this struggle and in all 
power struggles in a moral society, since it seems to me that has to be 
the spirit of the approach. But we are not yet getting such a spirit. 
We are still tending to think in terms of an invasion of a strict right 
of the States or of the Federal Government. 

Other deeper interests may be involved, however, than preserving 
the constitutional balance. I come from a section of the country in 
which States rights would be regarded as the prevailing philosophy. 
But when our economic interest was so bound up in slavery in the very 
period of tension that produced division of the country, the slave- 
holders applauded the Federal Government’s assertion of power over 
the State to return a fugitive slave. The principle of sanctuary and 
the principle of the power of the State of Wisconsin to hold an indi- 
vidual was balanced against a Federal power based on the institution 
of slavery. In that situation my people applauded the exertion of a 
Federal power. It was an economic determination. So we are not 
always consistent it seems to me. Therefore we could achieve real 
understanding of the basic issues involved if all States approached 
their problems with the determination that each should contribute to 
the solution its best intellectual resources. One specific way in which 
we could make great advances would be not only to stimulate discus- 
sions in private forums and the councils that are based not on official 
action but the private conference, but also to draw into these discus- 
sions in a more prominent way those who hold power at the State 
level. 

Mr. Fountarn. That is one thing the subcommittee has in mind. 
We are hopeful that we can get the benefit of the thinking not only 
of the governors and their administrators who represent the executive 
branch of State governments but also of those who represent the 
legislative br anch, where the money is appropriated in the various 
States. 

Mr. Hays. Good. 

As a second thing, in an effort to be practical, I would suggest that 
the committee continue what it is doing, that is to channel to the com- 
mittees having jurisdiction over specific problems dealt with by the 
Kestnbaum Commission, after the sifting you can give and the pro- 
fessional aids and interpretations you can supply, “all of that body 

of information compiled during our study. They need it. 

They are not always aware of its existence. I find every now and 
then total unawareness on the part of a legislative committee of some 
elaborate research that we conducted. It would be very helpful to 
bridge this gap and perhaps that is one of the functions of this ex- 
tremely important committee. You become in that event not only a 
monitoring committee but a sort of traffic committee. I point that out 
as something from which we can all profit. 
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One interesting thing to me about this whole discussion, this fer- 
ment which is very wholesome from my point of view, is that it touches 
almost every area of governmental activity. There is hardly a prob- 
lem that isn’t dealt with in this report. For example, you would think 
ordinarily that the work of the Foreign Affairs Committee would be 
only indirectly related to it, yet in a way the problem that committee 
deals with of preventing w ar, the problem of war and peace, is so 
directly related that in a certain sense the most severe aspects of this 
Federal-State relationship grow out of our failure to solve that prob- 
lem, for the cost of war has necessitated our enlargement of Federal 
fiscal powers. You can take even these grants-in-aid that go to the 
States to stimulate some activity. It was often because of the Na- 
tion’s need for security that the stimulation arose and, of course, that 
is the origin of all grants-in-aid programs, to stimulate activity by the 
States to provide something that the Nation needs. 

If you view it histor ically I think you will find that Federal assist- 
ance has been provided either to stimulate, to support, if it is a pri- 
mary Federal function, or to equalize. And obviously many of these 
programs grew out of the great disparity in income ‘of the different 
States of the Nation. We can go back to Abraham Lincoln and even 
well beyond that to find the origins of Federal aid to schools to over- 
come this disparity. C ‘ertainly we had grant programs in the field 
of higher education a long time ago and we shouldn't attach too much 
importance, it seems to me, to the distinction between higher edu- 
cation and elementary education. Because from the Nation’s stand- 
point our stake in education, our stake is as profound in elementary 
education as in higher education. I use this only for illustrative 
purposes. 

I doubt, Mr. Chairman, if any of these debates we have had in the 
current session would provide any finer illustration of the problem of 
divided power than the question of Federal aid to school construction. 
You will remember that Mr. McConnell’s statement in the beginning 
of the debate had something to say about the mobility of the people 
and the role of the Federal Government it involves. I come from a 
State where this argument is very easy to advance. It doesn’t cost 
me anything politically to urge that a national responsibility exists. 
Because the movement of people away from our State has created a 
problem which we think the Federal Government should help us 
solve. But you can carry that responsibility into many other areas. 
If you want to stick strictly to the physical side as distinguished 
from the human side, however, it is easier to get the projection of a 
Federal program accepted because people do not fear so much the 
“remote control,” the Washington control, where it deals with the 
physical process. The problem is more difficult on the human side 
with all the emotional content of a problem of human relations, such 
as in the field of education in the programs where there is an injec- 
tion of Federal funds. 

Even on the physical side, as late as 1928, we were refusing to 
project Federal aid into our conservation programs. I am thinking 
of flood control primarily. I remember how fervently those of us who 
were victims of the descending floods in the Arkansas Valley had to 
press upon Congress the need of the people of Arkansas for relief 
from the floodwaters that fell in Colorado, Kansas, and Oklahoma 
and yet did their devastation upon Arkansas. 
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We said there wasn’t any power in Arkansas to meet the problem 
at Fort Smith by any licensing procedure or anything like that. We 
can do that with certain types of commerce, have a license issued 
by our State highway department which grants the right to use our 
highways, but the right to use our rivers cefied that kind of a police 
power. So the w: aters came, and no One questions any more the 
assertion of a Federal interest in that situation. Neither does any- 
one as far as I know question the power of the Federal Government 
to interest itself in the neglect of a hillside farm, though it be a 
40-acre farm held by an individual in fee simple in the Arkansas 
Ozarks. 

No one question on philosophical grounds the right of the Federal 
Government to say to the owner of that farm: “If uniting with your 
neighbors you can do something to conserve this terrain, the tax- 
payers of New York will help you do that.” That is an obvious 
national interest. We need to be reminded of these things so we 
can tell our people that the national interest, even if not paramount, 
must be recognized as a participating interest. And history is re- 
plete with the  tragicgresults of failure to do that. 

The city of Antioch came into discussions recently over in the 
eastern end of the Mediterranean. One time it was a city almost 
as large as Memphis. Today it is a city of 3,000 people. The 
beautiful buildings of Antioch are under the silt of the highland that 
flowed down from Asia Minor and buried it. 

There was no central authority that interested itself in a city with 
a source of wealth that supported a population of 300,000 people, 
and so its fate was sealed. 

The struggles in the first stages of the Kestnbaum Commission 
centered around these two foci of powers, the State and the Federal 
Government. The governors were hopeful that there would result 
from that report a powerful statement against Federal invasion of 
their authority, but they altered their thinking. Mr. Kestnbaum 
was quite right about that. It is certainly fair to add that they 
altered the thinking of some of us that had lived so close to con- 
gressional authority - that we needed to be reminded that our jurisdic 
tion had to be defended, defended on the basis of goodwill and respect 
for the State governments and even with an ex: altation of their im- 
portance and dignity in this struggle to make government an agency 
of service at all levels. It was obvious that we were infiuenced by 
their thinking. 

One of the most interesting phases to me was the fact that Gover- 
nor Driscoll sat at one end of the table and I sat at the other. 
People talked about the New Jersey-Arkansas axis. At the begin- 
ning of many questions, he would be on one side of the issue and I 
on the other. 

While it didn’t always turn out that way, because I don’t think 
either of us is weakminded, we would often come up with the same 
answer, partly because I was able by means of this experience to tell 
Governor Driscoll why I believed that only in the Congress of the 
United States could the joint interest of Arkansas and New Jersey 
be determined in some limited areas. <A lot of Arkansans are living in 
New Jersey now in assembly-line jobs making a living because they 
couldn’t make a living on an eroded Arkansas hillside, but they would 
be worth more to New Jersey if we had sent them up with an eighth- 
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grade or high-school education instead of a third-grade education. I 
don’t like to admit that. But if it would help me to draw some of 
the wealth from New Jersey through the Federal Treasury in an 
appropriate way, aid channeled through the States, with State respon- 
sibility, then I would accept the embarrassment of pointing to these 
disparities of wealth. What I am trying to say is that these are not 
problems that can be solved by the legalists or the technicians. Un- 
less there is a broad philosophy that is right and in tune with the 
changing needs of the people, the wrong answers are going to be 
presented. 

Now, men equally conscientious and equally intelligent can come 
up with different answers, I concede that. (Generally that is the v alue 
of our having a two-party system in a Government that recognizes 
the existence of different views of the national community. 

Even in this good old American tradition of democracy in which 
people advance alternative solutions, it seems to me, there must be 
a flexibility of thought. I see no hope for us if we are to struggle 
against change. With regard to this matter of mobility, both of 
wealth and of people because they seem to go together, you have a 
fugacious character of wealth and a migrant aspect of human life, of 
society, both of these are in the background of all of these questions 
having to do with intergovernmental relations. One thing that has 
troubled me is how to find out what it is that explains our differences. 
It isn’t that we who stand for Federal aid, for example, pursuing that 
illustration, love the children any more than the others, 1 would freely 
concede that, as one of the speakers the other day asked us to concede. 
I know that isn’t true. I think, however, that the real difference is 
that we haven't yet conditioned ‘ourselves to the nec essity of making 
our Government resilient and I believe that the Founding Fathers 
intended it to be resilient. 

They came up with the answer, you will remember, which was the 
Virginia plan that roughly gave us the present charter for power, 
the division and the delineation of power. The National Govern- 
ment—and I am speaking now not of the United States as a Federal 
Government, we have overdone that, we are not a government of just 
delegated powers, we are a sovereign government with residual 
powers reserved to the States—we, the people, fashioned a national 
government, given certain powers, based on the faith that it would 
not be overdone, or usurped or projected unduly into intimate affairs. 
This organization was based on the concept of the Federal Govern- 
ment doing two things, first, what the States could not or would not 
do for themselves, and second, what if done by the States would be 
done with damage to their neighbors. 

That was the simple formula by which they fashioned the Con- 
stitution. That leaves a lot of room for new assertion of power. It 
raises this question though for our times: Does it really relieve the 
men in the local governments of the responsibility they must have 
or must retain and must exercise if we make progress at the national 
level and if the democratic concept is preserved? I pointed this issue 
out to one of the governors who fought pretty vigorously against 
some of the things T said to the committee today. I am opening my 
mind to you because I feel I ought to speak frankly and give you my 
feelings on the philosophical side. One of the governors said, “You 
are far away from us and local government. Being far away from us 
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in geographical terms is not. good for the people.” That is a postu- 
late, I know, that is often asserted. Yet I challenge it. 

Sometimes there is less efficiency where the decision is made in 
proximity and greater efficiency where it is further removed. The 
political pressures in the immediate vicinity are often overpowering. 
I remember when a road was built north from Russellville, my home- 
town. It was a Federal aid highway. When it got to Dover, Ark., 
it hit a sparsely settled area so the engineer from Public Roads said, 
“This must go straight north, just a beeline to Harrison.” Fifty 
families living near an alternate road came in and appealed to me 
to have it used even though it was 3 miles longer and that meant that 
it would be 3 miles more than 10, it made a 13-mile road out of a 10- 
mile road. I went to work to try to protect my 50 residents. I went 
to the State highway department and they said that, the Governor 
was interested too, that he was on my side until the Federal Govern- 
ment insisted that the road go straight. What did we do? We went 
back to the State highway department and agreed that the Govern- 
ment was right about this. We wouldn’t have been that firm or that 
brave if Washington hadn’t held our feet to the fire. They said what 
we ought to do was improve this road where the 50 families lived and 
let it be a State maintained highway and promise them they would 
not suffer by reason of this cutoff. So we came up with that answer. 
But the point is the right answer was made primarily in Washing- 
ton to a specific thing involving roads. 

It isn’t necessarily true that the folks close to a problem can provide 
the most efficient decisions. When I pursued this issue with the Gov- 
ernor on the Kestnbaum Commission I said, “I venture I saw Jim 
Ferguson living in Perry County, Ark., more often in the last 10 
years than the Governor of Arkansas who lives only 50 miles from 
him.” Why does he see me more often? I am one of six. The 
State Governor is the equivalent of six of us. I had an area only 
a hundred miles long and I could get over to Perry County more 
often than the Governor could. When he was talking to me he was 
channeling information to his Federal Government. That is a truism 
of course that no one would challenge. I was talking to Jim Fergu- 
son over the radio every Sunday and he was getting a weekly letter 
from me. The fact I was a thousand miles from him doesn’t alter 
the basic relationship. The Federal Government was pretty close 
to him. I don’t think we ought to be quite as apologetic as we are 
sometimes about the remoteness of Washington control. There ought 
to be less emotionalism about the decisions that are made in Wash- 
ington as we visualize the impact made on the Jim Fergusons in the 
little villages. 

Mr. Founrtatrn. I think there is a feeling on the part of most of our 
people that they are close to the Congress. But don’t you think our 
a have a feeling of distance between them and the executive 

ranch of government composed of so many who are not directly re- 
sponsible to the people, are not elected by the people? 

Mr. Hays. Yes. I know that is true. That is a problem we have 
to face. To some extent it would also be applied to the State bureau- 
crat. 

Mr. Founrarn. It certainly would. 

Mr. Hays. And the citizen has to fight against the bureaucrat’s 
immunity from popular controls; while the people can make mistakes 
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and popular judgments are not infallible, it is the faith of the Ameri- 
can people that popular elections are the best way. The majority 
may be wrong but we better leave the decisions to them. I have 
been defeated often enough to know they can be wrong in an election. 

On the question of change, then I have one other specific thing I 
want to mention to the committee. I remember what Randall Hearn 
said, when a visitor came in and was told, “You know, Brother Hearn 
is 100 years old.” 

And he said to Mr. Hearn, “Mr. Hearn, I understand you are 100 
years old.” 

He said, “Yes, sir.” 

“T guess you have seen a lot of changes in your lifetime.” 

“Yes, and I want to tell you right now I have been against every 
one of them.” 

Unless we can be friendly to change, it seems to me we will miss the 
important point of this effort to relate the States and the Federal 
Government in a proper way to provide for the well-being of the 
people. . 

There is one other point I want to make and then I will yield the 
floor. 

I am very much interested in the thing Mr. Kestnbaum discussed 
so well this morning, that is, dealing with new city life, the assertion 
of economic and political power in the cities. This has been a very 
feeble assertion in places, as he pointed out by reason of the antiquated 
constitutions, but certainly there is tremendous economic power in our 
city life. By the way, Mr. Chairman, I think Malvina Lindsay’s 
column this morning depicts this in an eloquent way. I recommend 
it to all of my colleagues. It is a statement of the problem in terms 
of burgeoning population, a terrific factor in modern life that chal- 
lenges our best thinking because we are soon going to have in the world 
a problem of nutrition and a problem of the relationship of man to 
the land and so on. The neglect of rural life is a challenge to those 
of us who represent rural areas because certainly the sociological side 
of the problem has been neglected. 

The rural constituents have no right to disregard the new concen- 
trations of population in the cities but on the other hand the masses 
of the cities must remember that there are reserved rural resources 
that are vital to their welfare. I should like to again put in larger 
perspective this question of change in making decisions, so that we can 
secure as much resilience as possible. 

I think the cities have suffered a good deal by reason of this rural 
domination. They have been vameait as the wards of the States by 
the Federal Government and then they have been victimized by this 
condition of rural voting strength in State legislatures to which Mr. 
Kestnbaum pointed this morning. So they have suffered. That is 
the reason some of the mayors told us that when problems like getting 
better airports came up, they looked to Washington not to the State 
capitals. We have to find some practical answers. I don’t like ever 
to see the Federal Government bypassing the States. I think there 
is a great danger there and we would help more in the prescribing 
of general criteria that force the States to be fair to the cities than to 
push the States out of the way and go direct to the cities except in a 
very limited number of legislative situations. I think on the question 
of financial help, however, that we would not impair this principle of 
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which I speak if we could set up—and do it pretty quickly—a plan 
of payments in lieu of taxes to the cities where we are taking over 
commercial and industrial property and denying them a source of 
revenue. Since they have been deprived of property taxation revenues 
by reason of these new activities of the Federal Government, I have 
introduced a bill inspired by the Kestnbaum Commission, H. R. 5959, 
which authorizes the payment to local governments of sums in lieu 
of taxes and special assessments with respect to certain Federal prop- 
erty and that is as I have defined it. So I hope, while this is outside 
your jurdisdiction, if you offer any recommendations on that subject 
that you will take a look at this specific plan of mine which I think 
is in conformity with the general principles to which I have alluded. 

Thank you and I hope [ haven’t taken too much time. 

Mr. Founrarn. Thank you very much, Mr. Hays. You have made 
a splendid statement. I feel sure that all of us on the committee who 
have heard you have found our thinking improved. What you have 
said will be helpful to us in our further studies. 

Mr. Hays. May I ask permission of the committee to revise and 
extend my remarks? Particularly to revise them because I was talk- 
ing without a manuscript. 

Mr. Fountain. Without objection, you certainly may have that 
privilege. 

I can think of a lot of questions I would like to ask you but I know 
you are busy and we have a schedule so maybe we will be calling on 
you again. 

I do want to thank you. 

Mr. Hays. One of the fine compensations of my work in this field 
was getting acquainted with my friends from across the aisle, like 
Harold Ostertag. As Mr. Kestnbaum said this morning, that phase 
of such agencies is a valuable contribution. I think something like 
the Kestnbaum Commission might well be a recurring service: [ 
don’t know how long you should wait between commissions but if my 
thesis is right, that change is so pronounced in these modern times 
that government has to work to keep abreast of it, then an occasional 
Kestnbaum Commission ought to be set up. 

Mr. Fountain. We received a letter from one of the governors 
who expressed it in a different way. He recommended a permanent 
intergovernmental relations committee in Congress. 

Mr. Hays. Thank you. 

Mr. Founratn. Thank you very much. Mr. Ostertag? 

Off the record. 

( Diseussion off the record.) 

Mr. Founratn. I'd like to say before you proceed, we are very 
happy that you accepted our invitation. For the rec ord I would like 
to state that while Mr. Ostertag was in the New York State Assembly 
he was active in the affairs of the State legislative committee on inter- 
state cooperation, and he was especially concerned with Federal 
grants in the health and welfare programs. Go right ahead and 
make your statement. 
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STATEMENT OF HON. HAROLD C. OSTERTAG, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF NEW YORK 


Mr. Osterrac. Mr. Chairman and members of the committee, I ap- 
preciate the opportunity of appearing here, and of sharing with you 
some of my thinking as to whether there is a proper division of re- 
sponsibility between the national and other levels of government, 
and whether existing programs and patterns of intergovernmental 
cooperation can be improved. 

I want to say too at this point that it was a pleasure and honor to 
serve on the Commission on Intergovernmental Relations and to be 
associated with such fine men as Mey er Kestnbaum and Brooks Hays 
and the other distinguished members of that committee. 

I will refer to that Commission in a moment. But I do want you 
to know that I am in hearty accord with the statements of Mr. 
Kestnbaum this morning, the points that he raised and also those 
of my colleague Mr. Hays. 

I might say for the record that, before coming to Congress, I 
served for 19 years in the New York State Legislature, most of that 
time as chairman of the joint committee on interstate cooperation, 
about which you referred, Mr. Chairman. 

I was involved in the formation of the Council of State Govern- 
ments, and served for a good many years on the council’s board of 
managers. One of the first pieces of legislation I introduced, on com- 
ing to Congress, provided for the creation of a Commission on Inter- 
governmental Relations, and as you know, when such a Commission 
was created in 1953, it was my privilege to serve as one of the mem- 
bers. 

In all of those endeavors, my twin concerns were, first, to strength- 
en and make State government and interstate cooperation more ef- 
fective, and second, to keep the National Government within manage- 
able proportions, both for its own sake, and for the sake of the States 
and the people. 

| think it was Jefferson who said it is the natural order of things 
for government to gain, and liberty to lose, ground. But if a maxi- 
mum amount of government is kept within the 48 States, then liberty 
will be safe—or safer, at least, than if W ashington tells us when to 
sow and when to reap. 

It is because I believe that so profoundly, that I have devoted most 
of my public life to the strengthening of State government. 

Now you have asked me certain specific questions, es with 
reference to Federal grants-in-aid programs, and I want to answer 
them as candidly and ¢ concisely as possible. 

First, you ask whether the existing division of responsibility be- 
tween the national and other levels of government is proper and 
satisfactory. 

In my judgment, it is not. I think there are many things which 
the States can and should be doing for themselves. I believe some 
of our farm programs, for example, could be handled as well or bet- 
ter within the States as well as programs like vocational education 
which has been referred to here before, and rehabilitation, pollution 
abatement, and some of our welfare programs. 
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The States were prepared to handle the major share of the high- 
way program, but put their hands back in their pockets after the 
90-10 Federal-aid highway program was enacted. There are other 
programs which the States, with proper encouragement, could handle 
entirely adequately, and probably more efficiently than the Federal 
Government. 

Nevertheless, these programs are today a fact. They are embedded 
in the fiscal and administrative plans and programs of the States. 
They have far-reaching ramifications, and they could not be uprooted 
except at a cost of tremendous disruption—a cost which administra- 
tors would understandably resist, and which few, if any, elected offi- 
cials would be willing or able to meet. 

Therefore it seems to me your first question is pertinent but aca- 
demic. The existing division of responsibility between the national 
and other levels of government is working fairly satisfactorily. 
Many people are worried about it, but no one is really hurting because 
of it. Therefore it seems to me your first question is pertinent but 
academic. The existing division of responsibility between the na- 
tional and other levels of government is working fairly satisfactorily. 

Many people are worried about it, but no one is really hurting 
because of it. 

In short, I do not think we can unscramble the omelet, and I see 
no compelling reason to try; but having said that, let me also empha- 
size as strongly as possible that neither do I think we should go on 
making it bigger and more indigestible. 

There are extremely cogent reasons for calling a halt to the Federal- 
aid programs, through which the Federal Government has steadily 
expanded its influence over the States and localities in the past 25 
years. 
~ Perhaps the most cogent is that the States and localities them- 
selves are demonstrating their ability to cope with their own problems, 
as never before in history. We are prone to think and talk as though 
they were shirkers, evading and avoiding their just responsibilities. 
The facts and figures belie the charge. 

They suggest, on the contrary, that the States and localities at this 
time are doing more for themselves than the Federal Government. 

For example, in the 10 fiscal years between 1946 and 1956, their 
expenditures more than tripled, whereas the Federal Government, 
even though it had a war on its hands, only doubled its expenditures 
during the same decade. Surely this does not indicate that State 
and local governments are falling into decadence. On the contrary, 
it seems to me, it indicates that they are on the march. They need 
encouragement. They need guidance.’ They need, in many instances, 
basic revision and streamlining of their constitutions and charters, 
to enlarge their taxing powers and provide clear-cut lines of authority 
and responsibility. They need assurance of continuing prosperity, 
and another important factor, they need a stable dollar. 

And they need more tax resources. But they hardly need to be 
chided for failing to do what, in fact, they are doing, conscientiously 
and satisfactorily. 

Now you have asked me also to comment on a rather formidable 
list of questions about the work of the Commission on Intergovern- 
mental Relations. 
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First, as to my appraisal of the impact to date of the Commission’s 
recommendation : 

I think in all candor the answer must be that they have had very 
little impact. In the first place, the Commission’s recommendations 
were more in the nature of suggestions than calls to legislative or 
administrative action. In the second place, we lacked a citizens 
committee, such as the Hoover Commissions have had, although it 
may well be that your subcommittee will serve in good stead along 
that line and for that reason, if for no other reason, I applaud your 
concern and interest in this problem but in any event we have not 
had such a citizens committee to serve and to push and to press for 
consideration and to instruct and arouse the uldis to demand action 
and for that reason there has been very little public demand you 
might say for the enactment or the considerations of our committee. 

And don’t. for get too that in connection with the Commission’s 
work on intergovernmental relations, as compared let us say with 
the Hoover Commission, the Hoover Commission’s recommendations 
dealt specifically with the Federal Government and the executive 
branch of the Government and the Intergovernmental Relations 
Commission’s recommendations and problems with a big umbrella 
over all levels of government and all phases and all fields so it would 
be rather difficult to make a fair comparison of the push that was 
behind the Hoover Commission recommendations as compared with 
the Intergovernmental Commission. 

In my observation, the one Commission finding which the public 
has seized upon to influence legislation is our finding that no State 
is unable to meet its direct current school construction needs. 

This was quoted by many groups to oppose the school aid bill and 
certainly had some part in defeating it. 

As to how to achieve a better follow through on the Commission 
recommendations, I am frank to say that, unless there is greater 
public demand for them than has evidenced itself thus far, 1 doubt 
that too much will be done about them. 

I have expressed my views on the charge that Federal expansion 
has been the result of the failure of the States. There was a time 
in the past quarter century when that may have been true. But I 
clo not think it is generally true today, and to continue to stress it 
seems to me to create a misleading picture of State government. 

The major barriers to more effective action by the States are (a) 
constitutional, in that many of the States are still functioning under 
outmoded constitutions; (6) administrative, in that some States do 
not have clear-cut lines of authority as between the governor and 
his administration; (c) the biennial legislative session which still 
prevails in too many States and which makes effective government 
impossible in today’s fast-moving world; and (d)—and I am sure 
Mrs. Dwyer who is a past State legislator will agree with me 
underpaid legislators. Some States, for example, are still paying 
their legislators only a few hundred dollars a year. Government 
is a complex business today and State government, in its way, is just 
as complex as the National Government. 

If it is to attract adequate legislators they must be paid adequate 
salaries. And here the same might be said of administrators and 
local officials and public servants. Since we have entrusted so much 
of our lives and welfare to government, it is in our own interest to 
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get the best public servants available, and then pay them adequately 
for their labors and their work. 

Your question 3 is difficult to answer, except at length. Certainly 
in general it is a good rule of thumb to keep responsibility central- 
ized at one level of government. 

Otherwise it is likely to become diffused, with inevitable waste of 
time, money, and energy. Where responsibility is shared as a means 
of improving services and stimulating better governmental proce- 
dures it may be justified. Sometimes this is the w ay it works. But 
sometimes it becomes simply a means of passing the buck. 

Question 4 is also too “iffy” to be answered in the space of a para- 

raph. Undoubtedly the States would use tax resources surrendered 
Ge the Federal Government to carry on Federal programs for which 
there was a real public demand. Undoubtedly they would not do 
so, however, if the programs were inflated beyond the need for them. 
I think we can trust the American people to insist upon and support 
those programs which they believe in, regardless of what level of 
government pays for them. 

Insofar as the tax problem is concerned, I concur in the views of the 
Kestnbaum Commission that a general reduction of Federal taxes 
is probably the only realistic objective that we can aim at. For 
many years I worked, in State government and in the Council of 
State Governments, toward getting the Federal Government to sur- 
render certain taxes so that the States could use them and assume 
certain responsibilities therewith. 

The longer I studied the matter, however, the more convinced I 
became that there is no pat answer. 

I am of the opinion that all of the States which use the income tax 
as a revenue source should provide credit for Federal income taxes. 
Beyond that, however, both the State and Federal tax structures are 
so complex that it does not seem realistic to me to make the assump- 
tion by the State of any given responsibility contingent upon the 
surrender by the Federal Government of specific tax resources. A 
rising level of prosperity and a sound dollar will provide a more 
feasible answer to the problem of financing State government. 

I think I have covered questions (7) and (8) above, and want to 
devote a few words to question (9), which deals with the problem of 
variable grants; generally speaking, I am for them. 

In fact, the whole purpose of gré ants-in-aid programs is to take from 
the wealthy States and give to the poor ones, in order to provide a 
comparable level of service or development to all. 

The trouble was, of course, that in promulgating this share-the- 
wealth program—to which I certainly do not object—we have always 
included grants for the wealthy States as well, possibly to delude the 
unwary and ease the pain of those who know the score. 

Now, however, I sense a rising tide of doubt as to the validity of 
this procedure. I hope we shall soon be sufficiently mature to help 
the States that need help, without invoking these self-deluding of 
something-for-everybody. 

In closing, Mr. Chairman, I should like to reiterate a point made 
earlier in this statement: namely, that I do not, in candor, see much 
likelihood that we can turn back to the States the programs now 
carried on through grants-in-aid. 
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This is not so much because the States are unwilling or unable, but 
because the programs are so deeply embedded in State planning and 
administration that it would be next to impossible to uproot them. 
And in the absence of overriding public demand for such a step, it 
is unrealistic to suppose that sjublse officials would undertake it. 

At the same time, I am firmly of the opinion that we should arrest 
this trend right where it is. The way to stop it is to stop it. 

If the Federal Government will, as a firm policy, halt the extension 
of grants-in-aid programs, except where an overriding national inter- 
est can be shown, I have no doubt the States and localities would carry 
forward their responsibilities satisfactorily and assume new ones. If 
we are going to continue to play the “rich uncle” role, however, and 
yield to each new appeal for grants, we may as well bid goodby to our 
traditional concept of a strong Union of strong States. 

Thank you, Mr. Chairman. 

Mr. Founrarn. Thank you, Mr. Ostertag, for an excellent state- 
ment. 

Mr. Reuss? 

Mr. Reuss. We are very grateful. No questions. 

Mr. Founratn. Mrs. Dwyer, any questions ? 

Mrs. Dwyer. I would like to ask Mr. Ostertag a question. I note you 
have been in your own State legislature for many years and are well 
grounded in State government and now in National Government. This 
morning, you were present when we talked about the State legislatures’ 
being concerned about the grants-in-aid. Would you feel, sir, with 
your long background of experience, that in conducting this study and 
when we go out in the field the State legislatures throughout the whole 
United States should be given some fact sheet on how the grants-in- 
aid work in their respective States? 

Do you think that would be of value in going out and developing 
this educational program, so to speak ? 

Mr. Osrertac. I certainly do think it would be of value and I think 
it is essential that the legislative branches of our several States be fully 
aware of the fiscal relationships between the National Government and 
the State government. Their budgets are made up on either a bian- 
nual or an annual basis and they embrace a large percentage of Fed- 
eral funds. Except for those members of the legislature who are 
closely associated with the appropriations of funds, I doubt that the 
average rank-and-file legislator has much concept of the difference or 
the variation between the two. Your point is well taken and I believe 
it would be an extremely valuable service to furnish every State legis- 
lator in the United States with that type of a picture. 

Mrs. Dwyer. Thank you very much. That’s all, Mr. Chairman. 

Mr. Founrarn. Mr. May? 

Mr. May. No questions. Very fine statement. 

Mr. Fountain. You heard my opening statement this morning in- 
tended to show what our task is. Of course, we realize we are embark- 
ing into a vast field. What suggestions would you make to us as a 
subcommittee concer ning the organization of regional hearings to ob- 

tain the thinking of the appropriate people in ‘those regions ? I am 
hopeful that you might have some concrete suggestions for us as a re- 
sult of your wide experience in this field. 


99741—58——_-4 








46 FEDERAL-STATE-LOCAL RELATIONS 


Mr. Osrerrac. Mr. Chairman, I take it that your regional meet- 
ings will be in the several sections of the United States at which time 
you will meet primarily with State and local officials. But of course 
we must bear in mind that this intergovernmental relations field and 
problem as I mentioned earlier is a broad problem and one that em- 
braces tremendous areas of associations of the several levels of 
government. ‘To attempt to meet them all head on in regional meet- 
ings would be difficult for the reason that the Federal Government 
may be responsible on the one hand and the State and local govern- 
ments may be involved on the other. 

I recall, however, one of the principles or points that I used to make 
repeatedly as I presided over many of the regional conferences among 
the States themselves. By pointing out that this conference and 
what we resolve here will amount to just about what we do about it, 
rather than what we say about it. 

In my statement I endeavored to point out that I have confidence 
and faith in the States. I believe there are certain weaknesses that 
have existed and must somehow be corrected. It was pointed out 
by Mr. Kestnbaum and also by our colleague Mr. Hays that one of 
the outstanding difficulties with the States is that they are operat- 
ing under outmoded constitutions which more or less restrict or 
hamstring State officials from doing what they should and want to 
do. But it seems to me that if you are to get to the core of this 
problem and actually accomplish something as a result of your efforts, 
that where you find that there is a need and an imbalance between 
the levels of government you should take that right to the people 
and see if you can get agreements for action. 

I think you will find one of the difficulties in starting from the 
grassroots is the fact that local governments have been up against 
what might be termed a lack of adequate resources to carry on. I 
am sure we all recognize that, despite any criticisms we have made 
of our lack of intergovernmental relations, we are the finest and 
greatest and strongest Republic in the world. We wouldn’t trade it 
for any other form or type or system of government. But what we 
want to do is to preserve it and we do want to strengthen it and this 
business of intergovernmental relations should help us to improve our 
system of government and to preserve it. 

When considering the grassroots, you recognize the many develop- 
ments and changes that have taken place; yet in many respects local 
governments throughout the United States have almost stood still. 
Where tax resources are concerned municipalities have had to be 
dependent either on grants from the States or grants from the Fed- 
eral Government because their tax resources have been limited or 
restricted. Why have they been limited or restricted? Because the 
States for one reason or another have failed to give them the taxing 
powers they need to carry on essential services. We must bear in 
mind that the cities, the towns, and the counties and the local gov- 
ernments generally are nothing more than subdivisions of the State; 
they derive all their powers from the state. 

It seems to me that one of the ways by which we can improve this 
intergovernmental machinery is through responsible and responsive 
local government. We must give them a chance to improve by seeing 
to it that the States generally do away with these restrictions and 
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barriers in their constitutions and otherwise which are limiting and 
suppressing local governments. 

At this point, [ would like, Mr. Chairman, to call your attention 
to the fact that I have introduced a bill to create a Commission on 
urban development and metropolitan problems. The pattern of the 
Commission under the terms of the bill i is almost identical to the 
machinery under which the Kestnbaum Commission or the Commis- 
sion on Intergovernmental Relations functioned. And I believe that 
your committee among other things will want to give some thought 
and study to this whole question of what is happening here in this 
country by virtue of our urban areas busting out at the seams and what 

can be done to deal with this problem. Because it is a part and parcel 
of the overall picture of intergovernmental relations. 

In proposing the establishment of such a commission, it is not my 
purpose to put the Federal Government into the business at all. In 
fact, it might be very helpful and instrumental in keeping the Federal 
Government out of it but merely to provide a study which would 
disclose methods and means and guidelines for dealing with the 
metropolitan problem. 

So in the course of your studies and considerations, you might want 
to look at this proposal or this idea of a Commission on the Federal 
level with representation from all levels of government and having for 
its purpose this all important aspect of intergovernmental relations 
involving metropolitan problems and urban development. 

There is no limit to this subject and for that reason it is difficult 
to find a terminal place to stop. 

Mr. Fountarn. We learned that some time ago. That’s why we 
have great difficulty in boiling our thinking down. When we go out 
we hope to get the best information available. 

(Discussion off the record.) 

Mr. Founrarn. Any other questions? 

Thank you very much. 

Mr. OstertaG. Thank you very much for the privilege of being 
here. 

The subcommittee stands in recess until 9:30 tomorrow morning. 

(Whereupon, at 2:50 p. m. the hearing was recessed, to reconvene 
at 9:30 a.m. Tuesday, July 30, 1957.) 
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TUESDAY, JULY 30, 1957 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERGOVERNMENTAL RELATIONS, 
OF THE COMMITTEE ON (JOVERN MENT OPERATIONS, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 9:45 a. m., in the hear- 
ing room, George Washington Inn, Hon. L. H. Fountain, presiding. 
Present: Representatives Fountain, Reuss, Dwyer, Michel, and 
May. 

Also present: James R. Naughton, counsel; Dr. Delphis C. Gold- 
berg, professional staff member; and Eileen Anderson, secretary. 

Mr. Fountain. The subcommittee will come to order. 

Let the record show that a quorum is present. 

At the outset I should like to introduce in the record a letter which 
I received from the Honorable Howard Pyle, Deputy Assistant to 
the President. I will read it at this time. 

THe WHIrTeE Howse, 
Washington, D. C., July 25, 1957. 

DEAR CONGRESSMAN FOUNTAIN: Your appreciated letter of July 22 reached 
me just as I was leaving my office to catch a plane for Arizona and a 3-week 
round of recuperation from my recent sojourn at Walter Reed. Therefore, this 
reply is being dictated from my home by way of my office in Washington. 

I am sorry my hospitalization immediately following the Williamsburg Con- 
ference prevented the personal contact with you that I had wanted very much 
to have. Fortunately, you and Mr. Goldberg have very graciously conferred 
with my assistant, Mr. Wayne Warrington, and he has kept in touch with me. 
It is my hope that this relationship can continue until I can again be on the 
job full time. 

Of course, all this means that I will not be able to join you for your initial 
hearing on July 29, but if it wouldn’t be inappropriate, it would certainly be 
helpful to us if Mr. Warrington could listen in. This would make it possible 
for me to be kept directly informed. 

With reference to your plans for hearings in the field, I think it is a fine idea. 
To the extent that we can be sure that all our deliberations provide the assur- 
ance of equal time on both sides of this issue, no source of information or 
opinion should be neglected. 

On the side of “specifie issues and problems” that might be kept in mind as 
your hearings proceed, I am inclined to go back to the President’s proposal at 
Williamsburg and particularly to the three responsibilities with which he 
charged the task force for action: 

“(1) To designate functions which the States are ready and willing to assume 
and finance that are now performed or financed wholly or in part by the Fed- 
eral Government ; 

“(2) To recommend the Federal and State revenue adjustments required to 
enable the States to assume such functions; and 

“(3) To identify functions and responsibilities likely to require State or 
Federal attention in the future and to recommend the level of State effort, or 
Federal effort, or both, that will be needed to assure effective action.”s 
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I will be looking forward to seeing you as soon as I return to Washington. 
Meanwhile, my very best to you and the members of the subcommittee and staff 
as you carry on your important work. 

Sincerely, 
HOWARD PYLE, 
Deputy Assistant to the President. 

I might say at this point that we are very happy Mr. Warrington 
has been with us. 

We have with us this morning Mr. Philip M. Talbott, president of 
the Chamber of Commerce of the United States. 

We are very happy to have you with us, Mr. Talbott. 

I am told that you have already had an opportunity to read my 
opening statement of yesterday. 

Mr. Tatsorr. Yes; I have had the pleasure of reading it, yesterday. 

Mr. Fountarn. That being true, without further preliminaries we 
will ask you to proceed, sir. ; 


STATEMENT OF PHILIP M. TALBOTT, PRESIDENT, CHAMBER OF 
COMMERCE OF THE UNITED STATES; ACCOMPANIED BY J. KIRK 
EADS, MANAGER, TAXATION AND FINANCE DEPARTMENT; AND 
WALTER HELD, SECRETARY OF THE GOVERNMENT EXPENDI- 
TURES COMMITTEE, CHAMBER OF COMMERCE OF THE UNITED 
STATES 


Mr. Tatgorr. Thank you. 

Good morning, gentlemen. 

1 am Philip M. Talbott. In business life I am senior vice president 
of Woodward & Lothrop, Washington, D. C., a department store. 

I am appearing here today as president of the Chamber of Com- 
merce of the United States. 

I would like to present, Mr. Chairman, two of my associates in the 
chamber. 

To my right is Mr. Kirk Eads, who is the manager of our taxation 
and finance department; to my left is Mr. Walter Held, who is secre- 
tary of the government expenditures committee of the national 
chamber. 

Mr. Fountarn. It is a pleasure to have you with us. 

Mr. Tatsorr. We are grateful for this opportunity of meeting with 
you to discuss a subject that is of considerable concern to the national 
chamber. 

Mr. Chairman, our statement answers the questions in your ques- 
tionnaire. In addition to that we have prepared a statement in ques- 
tion-and-answer form, because we had in mind that, if you would want 
to tabulate answers, it would be much more convenient. 

The question-and-answer preparation has the answers in somewhat 
condensed form, compared to that which may appear in the state- 
ment. The two together will adequately answer your questions. 

First, I would like to say that the chamber, through its committee 
and departmental structures, is engaged in an evaluation of the prob- 
lems of federalism and expects to have a well-organized, forthright, 
and comprehensive position later in the year, I would like to submit 
our —ae detailed findings and conclusions when these efforts have 
been completed. 
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Today, therefore, I would like to speak primarily about our evalu- 
ation of the report of the Kestnbaum Commission and our general 
philosophy with respect to areas and problems of intergovernmental 
relations. In this connection, I will refer to specific functional areas 
and our reactions to intergovernmental problems within them as 
seems fitting. 

The efforts of the Kestnbaum Commission to probe the depth of 
the problems of federalism were historic and notable. The research 
and the numerous reports that this Commission produced will prove 
valuable in future efforts to maintain a wosiehis and cooperative 
Federal system. Generally speaking, we are in accord with most of 
the underlying philosophy of the report, and, although I feel certain 
that the national elanshte would agree with most of its specific rec- 
ommendations, there has been no formal or conclusive action on 
every one of the Commission’s proposals. Of course, several of these 
recommendations have already been implemented or action has been 
taken to implement them, such as highways, airports, civil defense 
now under consideration. 

Finally, the Kestnbaum Commission has given an excellent basis 
for improving the operation of our Federal system, but the national 
chamber does not believe that it should be conceived as the full pro- 
gram which will insure rehabilitation of these parts of federalism 
which have deteriorated over the years. This problem, in our opin- 
ion, should be considered as continuing and not limited to a single 
study and report. 

As for the specific questions regarding the Kestnbaum Commis- 
sion’s work, which you sent to me, I have prepared a formal written 
statement on them. If it is satisfactory with the committee, I will 
simply leave copies of that statement with you. 

Certainly there is nothing more basic to the preservation of the 
gains that this Nation has made in growth and prosperity over the 
years than a system of government which can be strong, fulfill the 
needs of the people, and yet not become tyrannical in its use of power. 
We of the national chamber firmly believe that the principle of fed- 
eralism whereby governmental power over the people is divided terri- 
torially by our Constitution between the National and State levels 
of government, is the proper means for pursuing the general interest. 

Indeed, we have a unique history of having made a Federal system 
workable. This, undoubtedly, stems from the deep understanding of 
the nature of the governmental power which the people of this Nation 
have had had since its beginning. Recognition of the inherent 
tendency of political power to grow at the expense of individual 
freedom has been a mainstay in building the strong character of our 
Nation. We know conclusively that the diffusion of political and 
governmental power is the essence of liberty. We sincerely believe in 
the preservation, not only in form, but in substance, of the dispersion 
and diffusion of governmental power set forth in our Constitution. 
Direct specification of power by the people through the Constitution 
to the National Government and the reservation to the States of all 
other governmental power stands as a hallmark to the creative genius 
of its. writers. 

With the constant growth of the Nation and the attendant growth 
of the National Government, practical difficulties are highlighted in 
the everyday activities of Congress as it deals with the problems of 
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overnment. Congressional committees are overloaded with items 

aring an urgent label. This growing burden has become of such a 
magnitude that Congressmen and Senators must spread themselves 
all too thinly. The small attendance at some committee hearings 
stands as prime evidence of the inability of legislators to give ade- 
quate consideration to the measures coming before them. The 
tendency to further centralize problems and their attempted solutions 
in the National Government rather than to leave them to proper State 
and local treatment simply aggravates this situation. 

There is hardly anyone who will not agree that the basic intent of 
the founders of the Constitution regarding federalism has been dis- 
torted over the years. In fact, for the most part, changes in the di- 
vision of power between the States and National Government have 
been wrought by other than constitutional amendment. 

National power has increased at the expense of the States with 
serious consequences. State and local incentive has diminished. In 
this regard, it was most disturbing to read the replies to question- 
naires which your subcommittee dispatched to State and local lead- 
ers. Many appear to be completely reliant for solution of their State 
and local problems upon the Central Government. It seems impera- 
tive to me that if we are to make gains in this field, political leaders 
who formulate and execute policy must be well endowed with the 
philosophical tenets of federalism. Their prevailing disposition must 
be to foster and enhance the solution of governmental problems at the 
State and local levels wherever possible. This is equally true of Na- 
tional, as well as State and local leaders. 

If these individuals manifest a tendency to push the solution of 
problems to the Central Government because of political fortunes or 
consequences or a lack of willingness to solve their own problems, 
there is little hope for the preservation of our Federal system in more 
than mere form. Federalism, as embodied in our Constitution, must 
be supported both in form and in spirit. We cannot continue to laud 
this traditional principle of government and at the same time take 
actions that will weaken its strength. 

This leads me to a distinction between problems or issues which 
are national and those which are merely nationwide. The tendency 
to centralize power at the national level stems to a great extent from 
the inability or lack of desire by our policymakers to make a dis- 
tinction between these two types of activities. Most certainly, not 
all problems which are nationwide in character are necessarily proper 
subjects for the exercise of power of the National Government. For 
example, juvenile delinquency may be a nationwide problem, yet its 
solution falls within the province of the individual, the family, local 
private groups, or State and local governments. Defense of the 
Nation, on the other hand, is properly a responsibility of the National 
Government. School policy and the operation of the educational 
system present problems which are nationwide in character, but are 
not proper subjects of interference by the National Government. 
Such a distinction should be a first consideration in the deliberations 
of the Congress as it takes up the so-called demands for increased 
action by the Central Government. 

There is a line of thinking which is closely allied with those who 
would make all nationwide problems the concern of the National 
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Government. It is a theory which has been expounded in many 
quarters recently and has received wide publicity. This theory as- 
sumes that jurisdiction of the National Government can be advanced 
whenever there appears to be a void in the fulfillment of govern- 
mental functions regardless of the character of the problem. 

Indeed, although the chamber was greatly encouraged by the 
President's speec h to the Governors’ Conference at W illiamsburg, we 
were not wholly in agreement. There was an implied conclusion 
that if State and local ; governments did not fully meet the presumed 
governmental needs or demands of their people, there was a standing 
invitation for the National Government to intervene and, further- 
more, that it would probably do so. 

Such a philosophy is based upon questionable assumptions and may 
be deceptive in its acceptance by the public. It tacitly ignores the 
fact. that the desires of the people may be in excess of either the 
ability of the private economy or governmental action to fulfill them. 
Equally, it ignores the time factor in the fulfillment of such desires. 
Everything cannot be and should not be fulfilled immediately. Each 
demand must be considered as a part of an entire program to im- 
prove our standard of living and the general welfare through private 
initiative and governmental action. Proper priorities must be 
established. 

Now all of this is not to say that the weaknesses of the States are 
not recognized. We recognize the difficulties in State constitutions, 
State legislation, and some administrative actions. However, the 
wholesome cure to such problems is not reached by a constant tlreat 
of Federal intervention into problem areas primarily of concern to 
state and local jurisdictions. A lasting solution can only be achieved 
through encouragement, patience, and faith in the philosophy that 
that government “which is best: for the people is that which 1s closest 
to them. 

A great deal has been said in the last 6 to 8 months about the 
demands which the people presumably make upon the National 
Government for the provision of certain types of aids or services. 
Although these demands are usually precise, in most cases the people 
who supposedly insisted upon them are not the mass of Americans. 
Generally speaking, these people are well-organized pressure groups 
representing special interests. 

This was pointed out extremely well in the case of grants-in-aid 
for the construction of municipal sewage-treatment plants. Several 
States and municipalities, failing to solve their problems at home, 
took them to Congress with a demand for grants-in-aid. It was 
insisted by the President and the administration in general that such 
problems, although they may be nationwide in character, certainly 
were not within the proper exercise of power by the National Govern- 
ment. Nevertheless, legislation was enacted and funds appropriated. 
The detrimental effect of this distortion of national power was noted 
most recently in a statement by Congressman Johansen on the floor 
of the House of Representatives. He pointed out how the officials 
of the State of Michigan have neglected to perform their responsi- 
bilities locally so long as the glimmer of hope of free handouts from 
the National Government was a possibility. 

Another prime example of these abortive attempts by the National 
Government to delve into problems primarily State and local in 
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character is seen in the Federal grant program for rural library 
services. Advocated as an emergency program, it now appears in its 
second year to be well established and its costs have almost doubled. 
This creeping invasion of State and local power should be curtailed 
and reversed wherever possible. 

Grants-in-aid many times have been a useful device in a system 
of cooperative federalism. Certainly no one would deny the value 
which they have had in the solution of State and national problems. 
Similarly, I believe most would agree that along with their benefits 
there have been many disadvantages unfavorable to federalism. 

I have pointed out that.grants-in-aid have a strong tendency to 
weaken initiative in the States and have detracted from the State 
and local governments’ incentive to solve their own problems. State 
and local officials, in many cases, when faced with tough problems, 
have visualized their roles as supersalesmen primarily concerned 
with selling the necessity for Federal subsidy rather than with roll- 
ing up their sleeves and getting the job done with their own re- 
sources. It is this conspicuous sapping of strength and incentive that 
I consider the most destructive feature of grants-in-aid. 

There is one other aspect which I feel merits noting. The use of 
grant programs by Congress in many cases forces an overemphasis 
on these programs at the State or local level. This, in turn, may 
cause a deemphasis of programs which, from the State and local 
standpoint, seem more worth while. The rush of the States to get 
their shares of Federal moneys distorts the judgment of those who 
should be considering the States’ total needs and responsibilities in 
proper perspective. ee ‘ 

Since there is a need for the grant-in-aid device, the character of 
its administration is of prime importance. Although, as I indicated 
earlier, we expect to present more detailed views on this whole sub- 
ject at a later time, there are certain rules or guidelines which I would 
like to mention now. Adherence to them by the National Government 
in administering grant programs will do much to lessen the adverse 
impact of this type of assistance upon the States. 

First, it seems imperative that States, and particularly those offi- 
cials who represent the general interest of the States such as gover- 
nors and State legislators, should be consulted before a proposal for 
a grant-in-aid is made. Such inquires should be devoid of the per- 
suasion and salesmanship which can be exercised by a Federal bu- 
reaucracy interested in expanding its realm of authority. Such sur- 
veys should not take the form which was used by the National Gov- 
ernment in determining the need for so-called Federal aid to education. 
Inquiries of only interested parties should be avoided wherever pos- 
sible. In other words, don’t check just the school officials in deter- 
mining whether or not grants-in-aid are needed for school construc- 
tion. Their views, when given, should be evaluated in proper per- 
spective. The sewage treatment plant aid program in municipalities 
and the rural library services program mentioned earlier constifute 
examples of such programs advanced by special interest groups. For 
although dealing with problems nationwide in character, they should 
not be considered problems for the National Government. 

Second, no new grant programs should be undertaken by the Fed- 
eral Government, including school construction, unless there is an 
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imperative national emergency, or it can be conclusively demonstrated 
that they fall properly within the intended powers of the National 
Government as set forth in the Constitution. 

Third, where new grant programs are undertaken, terminal dates 
and definite expenditure ceiling amounts should be established. 
Vague and highly elastic formulas should be avoided. 

Fourth, existing grant programs should be given a comprehensive 
review periodically in order to determine whether the need still exists, 
whether the problem dealt with continues to be one for the National 
Government, and whether the level of the grant is still a proper one. 
The establishment of fixed terminal dates for such programs would 
do much to require an automatic review. 

I think there it would be the responsibility of those advocating 
legislation to provide for grants-in-aid to be one of their responsibili- 
ties to determine the length of time the needs will probably exist 
and put it on the record and in the act. 

When funds are granted to a State to accomplish a truly national 
purpose, it is recommended that the funds be transferred to the over- 
all State government and not to a specific department. Thus, funds 
which might, for example, ordinarily flow to land-grant colleges or 
some other specific operation within the State, would flow through 
the normal budget and funding operations of the State government. 

Improvement of intergovernmental relations in our Federal system 
requires forthright action by State and local governments, as well as 
the National Government. In many respects, the power shift from 
the State and local level to the National Government has been because 
of State and local deficiencies. States must be equipped to meet 
modern needs. The need for constitutional reform has long been 
recognized in many States, particularly with respect to the form and 
structure of State governments. 

The problems of metropolitan areas are in critical need of solution. 
The drift of people to the suburbs and the development of new units 
of Government stress the need for the exercise of more responsibility 
by the State government and a shifting of local powers to larger 
governmental units such as the county. 

Certainly the revenue systems of many of the States need a complete 
revamping. Solution of the problem of determining the proper allo- 
cation of revenue sources between the National and State governments 
is of prime necessity. Such revisions as are developed or contemplated 
should be made in coordination with actions currently being under- 
taken by the new special committee of the conference of governors 
and the executive branch of the National Government. 

There is strong evidence that there must be an abdication of certain 
revenue sources by the National Government and their assumption by 
the States. The States must be given the wherewithal to exercise their 
responsibilities. The preemption of revenue sources by the National 
Government has severely limited the capability of the States to de- 
velop. We recommend that gift and estate taxation, as a minimum, 
be turned over completely to the State governments. It is also sug- 
gested that study and consideration be given to other tax sources which 
may be readily transferable. 

In our answers to the questionnaire, we have listed a dozen or more 
to be considered. 
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With the building first of an adequate financial structure to permit 
the restoration and assumption of proper State and local responsibili- 
ties, there are many current programs which could be turned back to 
the States. For example, in the field of natural resources, the national 
chamber believes that the primary responsibility for pollution control, 
drainage, water supply, and recreation belongs to the States, or the 
subdivisions of government which they might create. 

Another step which might be taken immediately would be to reseind 
the legislation providing grants for the construction of sewage-treat- 
ment plants, under Public Law 660 of the 84th Congress. Similarly, 
grants under section 4 of the Clarke-McNary Act, providing for 
reforestation aid, are not necessary. State and private nurseries are 
fully capable of producing and distributing forest seeds and plants for 
the purposes provided in the act. 

Another effort to aid the decentralization of governmental power 
should be directed at national welfare and social security type pro- 
grams. For example, the time has arrived when the National (rovern- 
ment can turn over to each State the responsibility for providing old- 
age assistance to all new aged persons seeking relief in the future. 
The National Government under this proposal would continue grants- 
in-aid only for those persons now receiving old-age assistance. 

When title I of the Social Security Act was passed i in 1935, it was 
designed to deal with a large problem existing at the time—namely, 
many persons no longer able to support themselves by working, be- 
cause of age, and in dire need. The second part of Congress’ ovev- 
all program was a permanent one now known as Federal old-age 
and survivors’ insurance benefits. Congress was told by spokesmen 
of the President’s Committee on Economic Security that as the per- 
manent program, OASI, was expanded to virtually universal cover- 
age of all working, the relief program, Title I, Old Age Assistance, 
would progressively become smaller and smaller. The need for na- 
tional grants would gradually diminish until they were virtually 
nonexistent. 

Congress, however, has not adhered to the original concept. In 
1946, 1t abandoned the original matching formula for grants-in-aid 
and adopted a participation formula involving a relatively larger na- 
tional grant. In 1948, Congress increased the national share with- 
out requiring additional participation by the States. Again in 1952, 
it increased the national share with no additional participation re- 
quired from the States. In 1956, Congress amended title I again 
increasing the national share by $4 per recipient and the State re- 
quirement by only $1. 

It should be noted that prior to the last 3 amendments, Congress 
held no public hearings to determine whether or not States were 
able to increase their financial support for old-age assistance. 

Our recommendations would involve no reductions in Federal 
grants-in-aid for those now getting old-age assistance, whether or not 
they are receiving OASI benefits in addition. Thus, our ne 
would shift no part of the present financial burden of the National 
Government to the States. It would merely leave to the States full 
responsibility of caring for the future needy aged. 

In the field of labor- management relations, the national chamber 
also feels that certain efforts. might be immeditely initiated to help 
restore the States to their proper role in handling those functions. 
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In recent years, State governments have lost to the National Gov- 
ernment much of their authority to act in the field of labor-man- 
agement relations. This has resulted in large part from the ques- 
tionable theory developed by the Federal courts that, when Con- 
gress enacts legislation, it preempts the field so that State laws on 
the same subject are nullified. Further, the National Labor Manage- 
ment Relations Act of 1947, the most comprehensive labor statute of 
National Government, has been interpreted to extend to the full reach 
of National Government’s power under the commerce clause of the 
constitution. As a result, in only the relatively small area of purely 
intrastate matters is there any labor law jurisdiction left to the States. 

What is urgently needed, in our opinion, is a clearly stated assign- 
ment of authority to the States, so that maximum freedom may “be 
exercised by the States to establish and maintain a body of effective 
labor laws. Congress should enact legislation to provide that a con- 
gressional act shall not supersede State laws on the same subject, un- 
less such intent is expressly stated. 

Further, we wish to call attention to two specific recommendations 
on the subject of State powers which President Eisenhower made, by 
letter dated March 26, 1954, to Senator H. Alexander Smith, a mem- 
ber of the Senate Labor and Public Welfare Committee. I quote an 
excerpt from that letter 

** Where the governor of a State determines that a labor dispute is en- 
dangering, or will endanger, the health and safety of the citizens of that State, 
certainly nothing in the Federal law should have the effect of preventing the 
State from dealing with that dispute. This was covered specifically in my 
message of January 11. 

Nothing in the Federal law should have the effect of preventing a State from 
exercising its traditional police powers for maintaining public order. 

* * Where the National Board has refused to assert jurisdiction on the 
ground that it would not effectuate the policies of the act for it to do so, it 
should be made clear by legislation that the States are free to act. 

There are also some observations I would like to make with re- 
spect to minimum-wage legislation. The Federal wage-and-hour law 
establishes minimum-wage and overtime regulations for workers en- 

gaged in, or produce! Ing goods for, interstate commerce. 

Since the law’s inception, employees of retail and service establish- 
ments—strictly local operations—have been exempt from coverage 
of the law. Currently, though, there are numerous proposals before 
Congress to amend the law so as to cover several million retail and 
service employees. 

The point I wish to make is this: It seems rather ridiculous to me 
for Congress to attempt to classify retail and service establishments 
as interstate competitors—and thereby proper targets for regulation 
by the National Government. Whether these firms are large or 
small, chain or independent, they all compete at the local level. That’s 
where the customer enters the store and decides whether or not to 
make a purchase. Classifying these stores as interstate operations 
would be tantamount to saying that a store here in Washington com- 
petes with a store in Kansas City. And, of course, we all know that 
is not true. 

Currently, 22 States and the District of Columbia have some form 
of minimum-wage legislation on their books for retail employees. 
Granted, some people may criticize some of these laws, but who is a 
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better judge of the legislation needed in a given State than the legis- 
lators of that State ? 

Proposals to extend national regulations to these employees merely 
represent another legislative area in which there is no sound justi- 
fication for intervention by the central government. At the same 
time, we should recognize that extension of the law to several mil- 
lion more employees would add materially to the cost of adminis- 
tering the law. Obviously, additional investigators would have to 
be hired by the National Government to police the newly covered 
establishments. 

In civil defense, both the National and State Governments and 
their local subdivisions must exercise a joint responsibility. And 
in order to achieve effectiveness, national preemption of civil de- 
fense must be avoided. 

These constitute but a few of the specific areas in which the 
national chamber thinks some action might be started in the imme- 
diate future in order to help bring about a restoration of vitality to 
State and local governments so that they might better perform their 
proper roles under the Constitution. The statement which we shall 
submit later in the year will deal with these and other subjects 
in more detail. 

In summary, I want to stress that under our concept of federal- 
ism, both the States and the National Government derive their 
powers directly from the people through the Constitution. Each 
must play a strong and vital role within the spheres of responsi- 
bility which have been carved out for them. 

Second, there must be a strong effect to decentralize the numerous 
powers and responsibilities which have been assumed by the Na- 
tional Government at the expense of State and local governments 
through other than the formal means prescribed by the Constitu- 
tion for altering the division of governmental power contained in it. 

Third, our political leaders must be imbued with the belief in 
federalism and must actively seek to make it a workable princi- 
ple. Such a belief automatically carries with it a predisposition 
to allow the States and local governments to handle their own 
problems, and leave them sources of taxation to carry on their 
responsibilities. 

Fourth, problems, the solutions for which are developed by the 
National Government, should be only those which fall clearly and 
properly within the prescribed power of the National Government in 
the Constitution. This means the avoidance of broad, liberal inter- 
pretations under the elastic clause of article I, section 8. 

Fifth, the grant-in-aid device, although recognized as a useful 
tool in a system of cooperative federalism, should be used sparingly. 
The tendency of the National Government to hold out to the States 
promises of broad grants of money to solve problems which are 
primarily State and local in character tends to sap the strength and 
initiative of our State and local governments. 

Sixth, any system of grant-in-aid administration should be ac- 
companied by certain adequate safeguards. A valid determination 
of need, establishment of terminal dates and specific expenditure 
ceilings, and a periodic review of grant programs constitute a 
minimum. : 
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Seventh, State and local governments must also do some soul- 
searching and strengthen those parts of their governmental structure 
which are weak. 

Eighth, there must be a thorough reevaluation of fiscal sources and 
the restoration of adequate revenue sources to the States. For unless 
some means are produced to give the States the ability to meet their 
own problems, it is little more than an academic exercise to talk of 
transferring functions and responsibilities. 

And finally, there are certain aspects of current national programs 
in the field of natural resources, social security and welfare, labor 
legislation, and civil defense in which remedial action could be under- 
taken immediately in the interest of strengthening our Federal 
system. 

That completes my statement. 

Mr. Fountary. Thank you, Mr. Talbott, for a very impressive 
statement of both your views and the views of the chamber. 

If there is no objection, the questions and answers referred to as 
the appendix to the testimony of Mr. Talbott will be inserted in the 
record. 

(The document referred to follows :) 


APPENDIX TO TESTIMONY OF PHiILiIp M. TALBorrT 
ANSWERS TO QUESTIONS FOR HEARING ON INTERGOVERN MENTAL RELATIONS, JULY 1957 


1. (a) What is your appraisal of the impact to date of the recommenda- 
tions of the Commission on Intergovernmental Relations (the “Kestnbaum 
Commission”) on 

(1) The Congress. 

Answer. Except for the work of this subcommittee and the publications which 
have been issued, our general impression is that the impact on Congress has 
been limited. Actions in the fields of aviation, highways, housing have been 
noted. 

Certainly, it has not been a deterrent to the expansion of Federal power at 
the expense of the States. New Federal grant programs which would further 
sap the strength of the States have been proposed, and changes have been made 
in existing ones to expand them or to encourage spending of Federal grant 
money. For example, funds were carried in the 1957 budget for the following 
programs, among others, which did not appear in the 1956 budget: Water 
pollution control, waste treatment facilities, health research facility construc- 
tion, the President’s Committee on Education Beyond High School, rural library 
services, and drainage of anthracite mines. This year’s budget carries proposals 
for 13 new grant programs. There have also been proposals for expansion and 
relaxation of other programs. 

(2) The executive branch of the Federal Government. 

Answer. There have been some notable advances in the executive branch of 
the Government such as the work of Robert Merriam, Assistant to the Director 
of the Bureau of the Budget, the appointment of Gov. Howard Pyle as Deputy 
Assistant to the President for Intergovernmental Relations, the recent speech 
of the President to the governors’ conference, and the appointment of the Na- 
tional Government’s representatives to the new Special Committee dealing with 
intergovernmental fiscal problems. The approach of the executive branch to 
this huge problem has been a quiet one, and it has not been as forceful as we 
would desire. 

(3) State legislatures and (4) the executive branch of State governments. 

Answer. We cannot speak with great confidence in this field. We have not 
seen any considerable effort on the part of legislative or executive branches of 
State governments resulting from the report of the Kestnbaum Commission. 
This is not to say that the report may not have stimulated action by legislative 
or executive officials, but action actually attributed to it has not been noticed. 

(b) Do you generally favor implementation of the Commission’s recom- 
mendations? 
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Answer. The national chamber has not passed upon each of the recommenda- 
tions of the Kestnbaum Commission. Generally speaking, however, the national 
chamber supports the basic philosophy and recommendations of the Commission. 

(c) If yes, what approaches can you suggest for achieving better follow- 
through on Commission recommendations? 

Answer. The national chamber is in process of formulating such a program. 

(d@) Are you opposed to any specific recommendations of the Commission? 

Answer. Since chamber action on each recommendation has not been com- 
pleted, no answer can be given to this question. The fact that there has been 
no indication by the executive or legislative branches in support of the Commis- 
sion’s recommendations has discouraged more rapid study of the Commission’s 
recommendations. 

2. (@) Do you agree or disagree with the view that the growth of Federal 
programs in fields traditionally considered State responsibilities has been 
due in large measure to the failure of the States to meet pressing public 
needs? Please explain. 

Answer. The national chamber does not concur completely in the view that 
the growth of Federal programs in fields traditionally considered as State 
responsibilities has been due in large measure to the failure of the States to 
meet pressing public needs. Although weaknesses of States to grapple with 
problems of sufficient importance to their people undoubtedly has been a factor 
in the trend towards centralization of power in the National Government, there 
are other factors also of major significance. Certainly the effect of strongly 
organized pressure groups seeking advancement of special interests has been 
important. Likewise, the natural tendency of Federal administrative agencies 
to expand the scope of their programs has been a factor. 

(b) If you agree with this view, what are the barriers to effective and 
responsive State government and how can they be removed? 

Answer. Constitutional revision, where necessary, aimed at strengthening the 
executive branches of State governments, seems proper. The concentration of 
executive and administrative power in the governor, the expansion of staff 
agencies, and the recruitment of better qualified personnel seem to be appro- 
priate one in strengthening State governments. 

In relation to existing Federal grant-in-aid programs, is the principle 
of "sharing administrative responsibility with State and local governments 
sound, or is allocation of complete responsibility for a program to a single 
level of government preferable? 

Answer. The sharing of administrative responsibility should be avoided and 
the allocation of complete responsibility for administering a program should be 
to a single level of government. 

4. If Federal grants were discontinued with the simultaneous discontinu- 
ance of an equal amount of Federal taxation (by vacating certain tax fields 
or reducing tax rates), would the States be able and willing to raise sufficient 
revenues to support the existing federally aided programs? 

Answer. Where valid needs exist and the States are not fettered by problems 
of government form and structure, there is complete confidence that the States 
would be able to raise sufficient revenues to support many of the existing nation- 
ally aided programs. Certainly there would be a more valid determination of the 
requirements and needs of the people than when such a decision is left to the Na- 
tional Government. Their willingness will depend on the determination of the 
people of the States as to the need for or desirability of the specific programs. 

5. Which, if any, of the present grant programs would you like to see com- 
pletely a State (and/or local) responsibiilty in exchange for enlarged taxing 
capacity? 

Answer. The national chamber’s complete recommendations on this subject 
will be submitted at a later date. However, some examples of the programs 
which might be turned back are urban renewal, public housing, reforestation and 
old-age assistance for all new aged pensions, rural library services, and sewage 
treatment plant construction aid. 

6. If you favor exclusive State responsibility for some grant programs, 
which tax areas, or portions thereof, now occupied by the Federal Govern- 
ment, should be relinquished to the States? 

Answer. The chamber believes that at least the following taxes now levied by 
the National Government should be released for use by the States : Admission tax : 
club dues and initiation fees; local telephone-service tax; coin-operated amuse- 
ment and gaming devices ; leases of safe deposit boxes ; bowling alleys, pool tables, 
etc. ; unemployment tax ; estate and gift tax. 
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7. Are there any existing programs that the States might terminate if the 
Federal Government were to stop making grants and vacate certain tax 
fields? 

Answer. Any answer to this would be purely hypothetical, but it is reasonable 
to assume that there might be programs which would be curtailed if not elimi- 
nated were the States to be required to carry the burden by themselves. 

8. (a) If Federal grants now made directly to local government were ter- 
minated (e. g., slum clearance and urban renewal, public housing, airport 
construction), would State governments be likely to assume any additional 

responsibility for these activities? 

Answer. The answer to this question depends upon numerous factors. Cer- 
tainly if the need existed, and were sufficiently important in the overall require- 
ments of the State government, and if fiscal resources were available, it is 
assumed that State governments would meet their responsibilities. A strongly 
stimulating factor would be the competition among States to provide a desirable 
climate for attracting commerce and industry. 

(b) Could the municipalities finance these programs alone from local 
revenue sources now available to them? If not, is it likely that cities 
would be offered either State aid or enlarged taxing powers to continue 
these activities in the event that Federal grants as well as some Federal 
taxes are discontinued? 

Answer. It is unlikely that municipalities could finance such programs as 
slum clearance and urban renewal, public housing, airport construction and 
the like from existing purely local revenue sources. Either some type of State 
aid, Or an expansion of local taxing powers would seem necessary. 

9. (a) Would you favor some type of tax-sharing arrangement whereby the 
Federal Government would continue to occupy the major tax fields but turn 
back to the States some percentage of collections for general governmental 
purposes? | 

Answer. The use of centrally collected, State-shared taxes is fraught with 
many technical difficuities. Generally speaking, the National Chamber would 
oppose such a proposal because of the inequities in returning tax collections 
to the States. 

(b) If such an arrangement were adopted, should the payment to each 
State be made strictly in accordance with Federal tax collections within 
that State or should State fiscal need be taken into account? 

Answer. If such an arrangement were adopted, it would seem appropriate 
for the distribution of shares to be on the basis of tax collections on sources 
from within that State if such can be validly determined. 

(c) As a practical matter, do you believe that all or most Federal tax 
collections can be equitably allocated to their State of origin? Please 
explain. 

Answer. No. It is the impractical nature of equitably allocating tax collee- 
tions to their State of origin which is a principal objection to the use of 
centrally collected, State-shared tax device. Corporate income tax, e. g., would 
be collected by States in which they are incorporated, yet the major part of 
their operations may be without the State. Tobacco and automotive excises 
are also highly concentrated in a few States but are actually paid from all 
States. 


Mr. Fountary. I will reverse the process and start with you, Mrs. 
Dwyer 

Mrs. Dwyer. That was a very fine statement, Mr. Talbott. First 
of all, I would like to ask you this question. 

It has been my belief that one of the reasons the Federal Govern- 
ment is becoming increasingly involved in costly grants-in-aid pro- 
grams is that these programs have in a manner of speaking been sold 
to the American people on the basis of desirability rather than cost. 

Do you believe that in the future in advancing new programs the 
people of America should be fully informed as to the estimated cost 
of such a program not only at its inception but on the basis of its 
potential growth as well? 

What do you believe the general reaction would be if such facts 
are presented ? 
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Mr. Tarpzorr. I think the general reaction would be that you would 
not have as many demands if people were informed. I think we do 
a poor job. We try our best in Ditie a better job of informing in 
the National Chamber. I have confidence that what you suggest 
should be done and I have further confidence if it were done you 
would have less demands for grants-in-aid if our people were ace- 
quately and fully informed. 

Mrs. Dwyer, Secondly, I was interested in your proposal that 
terminal dates and specific expenditure ceilings should be established 
on programs and that governors and State legislatures should be 
consulted before any action is taken on establishing new grants-in- 
aid programs. There is much merit in what you say. 

However, one question occurs to me. How long do you believe it 
would take to get reports from governors and legislatures of the 
various States on proposed programs when some legislatures meet 
every 2 years? 

Do you believe cooperation would be forthcoming? 

You talked about the grants-in-aid of the municipal sewage-dis- 

osal plants. Where a State could show a real need on a municipal 
favel for such plants being built and because on a municipal level 
property taxes being used for the building of schools, would the 
State chamber, for instance, be willing to support State grants-in-aid 
for building municipal sewage plants ? 

Mr. Tatgorr. Would the State chamber? 

Mrs. Dwyer. That is right. Because they have somebody in every 
State legislature watching laws being made and are supporting or 
opposing certain legislation. 

Mr. Tarzorr. I will give you my reaction in two ways. Yes, we 
have some local chambers and other chambers who do bear down 
on us at the national level, if I may use a slang expression, in an 
effort to get support for projects that are obviously very local or 
perhaps part of a nationwide but not a national problem. We just 
have to stand up and be counted against it. Because they are just 
plain selfish interests. 

If it were made a part of the prerequisite to the granting of Federal 
aid to States at any level that we get an opinion or expression from 
responsible agencies within a State, “they would respond. Yes, I think 
they would. 

Mrs. Dwyer. I was wondering when I asked you this question be- 

cause I voted against the national program in grants-in-aid for 
sewage-disposal plants, but I am wondering if in my State of New 
Jersey the legislature will pick up the slack and help the communities 
clean their waters by grants-in-aid on a State level. 

Mr. Tatvorr. I think they will. 

Mrs. Dwyer. If we on a national level eliminate such a program, 
will the State pick up the slack when the legislators know full well 
it is going to increase the size of their budget in so doing ? 

Mr. Tareort. I think they will if the people are informed. 

Mrs. Dwyer. Now, on the subject of air pollution, for instance, 
we had to fight for ye ars before the State recognized that it was a 
problem on a State level. In my opinion, I think that is a Federal 
problem as well. 

I have another question if you do not mind. 
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It is said that Federal grants-in-aid are the most effective and 
equitable means by which the wealthier States can help the poorer 
States assume responsibilities which they cannot handle by them- 
selves. Now, from your studies of this complex problem, do you 
believe that all of our States are utilizing to the utmost their fiscal 
potential ¢ a 

Mr. Tarorr. All of our States? That would be rather difficult 
to answer accurately. Let me answer it this way. I know that under 
the proposed system some wealthier States would obviously receive 
more direct benefit by virtue of their wealth than some of the States 
with less wealth. 

I have been all over the country in the last 5 to 10 years and talked 
with many business and civic leaders and I have not received any 
indication of any State that cannot within reason handle its own 
financial responsibilities. 

Mrs. Dwyer. Sir, I have worked with the State chamber on a State 
level and that is why I am very much interested in your policy on a 
national level and that is why I am asking you these questions. 

Mr. Tarzorr. Our policy at the national level is not to fall for 
these personal interest groups. They come after us and some of 
them are chambers of commerce but that does not worry us a bit 
when we think it is local in character. 

Mrs. Dwyer. Then, you say at a State level they have pressure 
groups that are interested in certain programs ? 

Mr. Tarsorr. Yes. 

Mrs. Dwyer. Regarding your statement on providing old-age as- 
sistance, we all recognize today that people are living longer than 
they have ever lived before. 

Mr. Taxporr. That is right. 

Mrs. Dwyer. You have suggested in your statement that the Fed- 
eral Government turn over to the various States the responsibility 
for providing old-age assistance to all new aged people seeking relief 
in the future. 

Mr. Tarporr. That is right. 

Mrs. Dwyer. The pattern has been established by the Federal Gov- 
ernment rightly or wrongly in aiding in this program on a 4 to 1 
ratio and with our Nation’s aged population steadily increasing, do 
you believe the States would have the financial or fiscal means or 
the incentive to pick up the slack if the Federal Government with- 
drew from this program ? 

Mr. Tarzorr. I do. If you supplement it with the answer to our 
question here about giving the States more revenue sources—for in- 
stance, I mentioned inheritance taxes and other items we think should 
be returned to the States or remain in the States, like admission 
taxes, club dues and initiation fees, local telephone services, coin- 
operated amusement and gambling devices, leases of safety-deposit 
boxes, bowling alleys, pool tables, etc., unemployment tax and estate 
and gift taxes which is a quick and hasty list. There must be more, 
which we think should be returned and remain in the States and 
that would enable them to meet their own financial requirements now 
for the aged. 

We recognize the fact that when this was established there was a 
dire need that maybe had to be temporarily met by the National 
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Government but even then it was anticipated it would work itself 
out and there is no program to work it out. I think that with the 
resent demands and requirements that the States could handle it. 
3ut they must be given more revenue, of course. 

Mrs. Dwyer. Now, in your statement you say that the existing plan 
should be turned off now for all new ones. 

Well, then, did you or did you not approve of the formula that was 
used in distributing funds to the 48 States for the aged up to this 
point ? 

Mr. Tatgorr. In the last several years we have not approved be- 
cause they have not been diminished, returned to the States as 
apparently was the original intent w hen it was adopted in 1935. We 
do not feel that the program as it was presented in 1935 and 
adopted—recognizing the fact that there may have been a real need 
at that time—has been followed through. If it had been followed 
through, the States would now be handling , In our opinion and judg- 
ment, “their present old-age group for a per iod of years back and I 
think they can do it. 

Mrs. Dwyer. What concerns me with your program is this: that 
if we were to cut it off, as you recommend, what would happen to 
States like Utah, for instance? The Governor of Utah has m: is this 
statement on grants- in-aid : 

I am thinking particularly of those public-land States where the Federal Gov- 
ernment still owns the majority of the land within the boundaries of a State; 
in my State 73 percent. Therefore, we have to look with care on relinquish- 
ment of grants-in-aid because we are not permitted to benefit from the resources 
within our boundaries to the fullest degree. 

Would that be unfair to Utah as compared to New Jersey ? 

Mr. Tatgsorr. No. Every other problem they have in the State of 
Utah carries the same premise. If the matter properly belongs to a 
State, this would be another item that State’s administration would 
have to provide for. 

Mr. Held makes an observation that may be beneficial. Go ahead. 

Mr. Heup. My name is Walter Held. I am secretary of the cham- 
ber’s government expenditure committee. 

In situations such as this, where the Federal Government may own 
large portions of land w hich would detract from the revenue abilities 
of the States, we have seen payments in lieu of taxes being considered 
by Congress. ‘These might be one means by which we could help the 
State governments meet that particular problem. I think it would 
have to be fashioned to an individual State. 

Mrs. Dwyer. With a State like Maine, which also has a problem 
of not being a wealthy State, but not in the same category as Utah? 

Mr. Hep. Each State would have to be treated as an individual 

roblem. We would have to investigate its revenue sources, its 

asic economic wealth. Perhaps there are possibilities of increasing 
the economic wealth of such a State as Maine which have not been 
considered up to the present time. There is a lot of soul searching 
that has to be done at the State and local levels to meet it. 

Mrs. Dwyer. Do you honestly think, if we went to all 48 State leg- 
islatures and said “We will allow you to take over this old-age pro- 
gram from now on, in which we have established the pattern but you 
take it over,” do you think the response would be favorable ? 
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Mr. Tarzorr. No; not at first. But it is right in principle and it is 
one of those things we have to stand up and be counted on. 

Mrs. Dwyer. In other words, there is a lot of education needed on 
a State level. They do not push this on the Federal level? 

Mr. Tatzorr. There is a lot of education needed in lots of areas. 

Mrs. Dwyer. You feel that State legislatures have shirked their 
responsibilities for their people in some respect in their States? 

Mr. Tatzorr. I would not say “shirked.” I would say “avoided,” 
as long as it was available from other sources. 

Mrs. Dwyer. I thought a great deal about the chamber’s position 
on school construction, and I listened and read your remarks very care- 
fully. You said you were in general agreement with the report of 
the Kestnbaum Commission. That Commission recommended, as 
you did, a major program of Federal aid for school construction, 
based purely on a needs formula. 

Do you believe that such a program based exclusively on need 
would be an effective means of meeting the school-housing needs of 
areas of the Nation where critical problems exist and who should 
ussume the financial responsibilities for our educational system / 

In other words, has the chamber of commerce naturally a fixed 
position on school construction that it should be the responsibility of 
the school district or an intention of the school district and the State; 
or do they feel that the Federal Government does have some re- 
sponsibility where a need can be clearly shown, a major need / 

Mr. 'Ta.zorr. We approached that in three ways. First, the basic 
principle. We think that nothing that we know of is more typically 
American than the schoo] system at the State level. It is pretty 
difficult for us to listen to any kind of testimony that would change 
our opinion based on the first principle. 

Secondly, we would have to recognize the fact that it would be 
the responsibility of the several States as to the degree of State-city- 
county cooperation that they would have developed. Certainly, 
there is nothing wrong with it, as long as it remains within the State, 
if it becomes apparent that the given county or given municipality 
requires aid over and above its partially settled areas, like farm 
areas, from the county or from the State. We feel, however, that 
the cases of Federal emergency of a truly national nature are mighty 
few and far between. 

Possible exceptions might be—and we perhaps would be lenient 
in our thinking but not happy about it—when there was a very large 
complement of military forces going into an area such as New 
Mexico during the war, for example, and overtaxing demands were 
made on the school system of the State of New Mexico. That was 
a national emergency, | would say, and we would certainly not op- 
pose such cases. But those are extreme cases and those are the only 
ones we would favor, because we firmly believe it should be a State 
function and should remain that. 

We are very opposed to this proposed Federal aid to school con- 
struction in principle as well as in fact. 

Mrs. Dwyer. Yet, on your Advisory Committee on the White 
House Conference, you had many chamber representatives—some have 
outstanding memberships, sir—who were responsible for the report 
which said that they did believe that the Federal Government had 
some responsibility based clearly on need. 
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Mr. Tatzorr. This was very thoroughly studied in our committee 
structure. The chamber’s committee structure, I think, is unusual. 
We have highly specialized departments and each department of the 
chamber is headed by a competent staff head. Every department of 
the chamber is represented by a committee of the board. That 
committee is headed by the chairman who is a member of the board. 
All policies filter through these committees to the board and are 
pretty thoroughly explored by the board before returned to a policy 
committee not amare’ by the board, representative entirely of the 
people; and our school policies, our educational policy, was approved 
completely and reaffirmed over the years by the membership in 
policy session. 

Now, we have more than 2,500,000 members who are affiliated with 
the national chamber, and we probably have a good number of our 
chambers who would not support the board’s views. But the board 
on this particular issue was unanimous in its first consideration of 
this matter and then because of certain requests from members of our 
organization, not members of the board, it was reviewed and enthusi- 
astically—unanimously—supported when it was considered a second 
time in opposition to Federal aid for school construction. So, it com- 
pletely represents the attitude of the board of directors without ex- 
ception. 

Mrs. Dwyer. One concluding question, Mr. Talbott. 

Has the national chamber on a Federal level any policy at all as it 
concerns taxation? For instance, do you have a policy that income 
tax is the fairest tax based on the ability to pay or do you have any 
fixed policy on taxes on a National level or on a State level, or do you 
-_ a position depending on what the fiscal policy of the State might 

e4 

Mr. Tatzorr. Mrs. Dwyer, if I may, Mr. Chairman, the gentleman 
on my right, Mr. Eads, secretary of our taxation committee and man- 
ager of our taxation department, I can answer it but I think it would 
be a better service to you folks if I recognize Mr. Eads. 

Mr. Eaps. We do have a very definite policy regarding our taxation 
at the Federal or national level, Mrs. Dwyer. 

We do not believe that the income tax is based fully upon a real 
concept of ability to pay. In recent years there has been an increas- 
ing volume of criticism of that particular concept, of which you are 
undoubtedly well aware. 

I feel strongly that no single tax should bear more than a relatively 
proportionate share of the burden of producing revenues for the 
National Government. 

It must be a package type of revenue system. We could not elimi- 
nate the individual income tax or corporate tax or excise system or 
customs system. It would be impossible to do that. I think we can 
conceive of a tax system as very much a rubber-ball type of thing. 
If you push too hard at one place on that ball, there is a correspond- 
ing bulge at another point, and the bulge, of course, is liable to 


rupture. 

Does that answer your question ? 

Mrs. Dwyer. Yes, sir; it does. 

Mr. Tatsorr. What Mr. Eads has just stated represents the com- 
plete views of our taxation committee of the national chamber sup- 
ported by the board. 
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Mr. Founrarn. Would you say that is true with respect to both 
the States and the Federal Government ? 

Mr. Eaps. Yes; I would. 

Mr. Tarzorr. In principle, recognizing the absolute right of the 
States. 

Mrs. Dwyer. I want to thank you and your associates for answer- 
ing my questions. Because I had a friendly relationship with the 
State chamber in New Jersey. I was seeking information on how 
you operated and what your pattern of thinking was on a national 
level. 

Thank you very much. 

Thank you all, Mr. Chairman. 

Mr. Fountatn. Thank you, Mr. Talbott. 

I am sure all of the members of the subcommittee would like to ask 
you many questions, and I am sure you would like to answer them to 
— the opinions you have expressed. bid 

Unfortunately, as you indicated with respect to Congress and as is 
true in all of our endeavors, when the limitations of time confront 
us we cannot ask all the questions we would like. 

There are a few I would like to ask you. First, I think it would be 
helpful to us and helpful for the record if you would explain how 
public opinion in the national chamber is formed and how your 
decisions are made. 

Just how do you conclude that you are going to take a certain posi- 
tion on a given matter ? 

Mr. Targorr. On policy ? 

Mr. Fountarn. No, on anything. 

Mr. Tatsorr. Why, exhaustive committee work in which in all of 
our committees are representatives of the entire country. The com- 
mittee structure is set up both geographically and industrially. Each 
one emphasizes a lot of specialized fields. The chairmen are always 
directors and they are obviously men chosen, 

Mr. Fountarn. Are these chairmen of State committees? 

Mr. Tarzorr. No, national committees. Any meeting of any com- 
mittee, take agriculture. We have concentration of representation 
from all the agricultural fields in the country, including the agri- 
cultural colleges, including men engaged in agriculture, including 
small farmers, including one member of a committee who is also a 
recent director whose business was managing farms. 

There is a complete cross section of every field covered in the com- 
mittee structure. Obviously, the referendum type of system is fre- 
quently used to give all State and local chambers the right to express 
themselves on any issue that might be at all controversial. So we get 
a very good cross section of opinion from the entire United States 
on most any issue that we have that is not strictly administrative or 
within existing policy which, of course, is administered by the board. 

So, I know we can safely say there is no small group on the national 
chamber that ever decides a broad issue or a policy. Policies are 
completely established by the people. The only thing the board of 
directors does in reviewing policy is to listen to a report of the com- 
mittee suggesting a policy and determine whether it is national in 
scope and in the public interest. Then, it is publicized to the entire 
chamber membership. Every chamber of commerce gets a copy of the 
proposed policy. Their official delegates at the policy conference 
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during the annual meeting vote on it. Policies are thoroughly ex- 
plored and the arguments are heavy on many occasions. 5o, I can say 
that a proposed policy of the national chamber probably gets Lroader 
coverage than even proposed legislation, unless it is a very controver- 
sial thing that the press picks up. We are an informed body. We 
are competent when we appear before you or other congressional com- 
mittees. When we express an opinion, by far it represents the 
majority of our body. 

Mr. Founrtarn. I ask that question because many times we hear 
the statement made, for example, that the National Grange does not 
represent the viewpoint of the local grange, or the National Farm 
Bureau does not represent the viewpoints of the local farm bureau, or 
the national chamber does not necessarily represent the local chamber. 
I was interested in your answer that when you finally come to your 
conclusions you attempt to represent the majority viewpoint of all 
the local chambers throughout America. 

Mr. Tatzorr. Yes, sir.. They all have an opportunity to express 
themselves. 

Mr. Founrarn. And they do so both in their answers to question- 
naires and also to their representatives on the various national com- 
mittees ? 

Mr. Tarzorr. And on the floor of the policy meeting where policies 
are adopted. 

Mr. Founrary. You made an observation which I expect we in the 
Congress agree with: that, with the attendant growth of the National 
Government the practical difficulties are highlighted in the everyday 
activities of Congress as it deals with the sroblems of government. 
Congressional committees are overloaded with items bearing an urgent 
label. Growing burdens are of such magnitude that Congressmen 
and Senators must ‘spread themselves all too thinly. You referred, 
in this connection, to small attendance at some committee hearings. 
I think those of us who had had experience in both the Congress and 
in State legislatures would agree with that statement. 

What is your opinion as to whether or not State legislatures, some 
of which have only 60- or 90-day sessions every 2 years and almost no 
staff assistance after adjournment, are in a better position to pass 
judgment on these matters than the Congress is? 

Mr. Tarsorr. Let us see how I can fairly answer that. I think 
they are capable. 

Mr. Founrtarn. That’s a difficult question, I know. 

Mr. Taxport. I think they are capable of doing so. I think this: 
That the great demands on your time are such that it reemphasizes the 
fact that if these powers were turned back to the States that they 
would simply have to provide legislative opportunity for considera- 
tion and I do think they are capable of doing it. 

That has been my experience. Certainly, I do not know the legis- 
latures of all States, but I have had pretty close contact with many of 
them. I happen to be in business in Washington, but I am a Virginian 
where I have lived my entire life, where I know something about State 
legislative work. 

I know a great many Congressmen here presently and I know the 
great demands on their time are such that there is an element of doubt 
in my mind if they can adequately cover the field. 
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Certainly, if there is an element of doubt as to whether it is a Na- 
tional or State issue, the proper aproach should be to stick to the 
Federal approach and turn it back to the States. 

Mr. Founrarn. I agree. Most of the members of our State legis- 
latures are able and competent men. I served in the North Carolina 
Legislature for a number of sessions. As a matter of fact, I grew 
up in the State legislature. I started out as a committee clerk when 
I was in college. “Then, I was reading clerk in the North Carolina 
Senate for five sessions. Following my return from the Army, I 
became a member of the North Carolina Senate where I served for 3 
terms, for 6 years. I think I know something about the problems 
of State legislatures. In many respects they are comparable to our 
problems in the Congress. 

I asked that question, knowing of course, that most State legis- 
latures operate only for limited periods of time. Most members of 
State legislatures, like schoolteachers : and preachers, give public serv- 
ice much of their time because they enjoy it. I do know their time is 
limited. Their staffs are limited, and, to a very large extent, they 
are compelled to rely upon the executive branch of State governments 
for recommendations. 

This question has been suggested: Because of the increasing mo- 
bility of our population, is it true or not true that many problems 
one time essentially State and local—maybe 50 or 100 years ago—have 
now become national ? 

Mr. Tarsorr. Such as what? 

Mr. Fountarn. I am asking you the general question. 

Mr. Tarsor. There certainly has been nothing 

Mr. Founrarx. With migration of population, for example, we 
have welfare and assistance problems, highway problems, etc., on a 
national level which can no longer be handled completely by local 
and State governments. 

Mr. Tarsorr. I wonder what effect it would have. Highways I 

can readily see because there has to be coordination among the various 
States to have adequate and coordinated highway systems. I would 
not see where normal migration would have any bearing on the under- 
lying principle or philosophy. Maybe I am not getting the point. 

Mr. Founratn. Maybe I can ask you the question this way. 

Have better and improved means of transportation, communication, 
and other advancements in the fields of technology and science brought 
us all closer together? 

Mr. Tatzorr. Yes, sir; that is right. 

Mr. Founrarn. As a matter of fact, within a few hours we can 
land on the soil of another nation. Do you feel that because of this 
closeness many problems are now matters of national concern which 
perhaps 50 or 100 years ago were more or less local in nature? 

Mr. Tarzor. No, sir. 

Mr. Fountatn. You do not agree with that ? 

Mr. Tarrzorr. I would not think so. It may be nationwide in char- 
acter, 

Mr. Founrtarn. I notice you differentiated in your statement be- 
tween problems that are national and nationwide, Every State has 
similar problems, but not necessarily problems that have a national 
impact or which are national in nature. 
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Mr. Taxgzorr. That is right. I feel the same way about the subject 
of your question. 

Mr. Founrarn. To what extent in your opinion does interstate com- 
petition for industry tend to inhibit State fiscal action in meeting 
problems, and does default of the State governments in seeking solu- 
tions locally frequently result in Federal action ? 

Mr. Taxzorr. Of course, interstate competition is typically Ameri- 
can in every sense of the word and is healthy and good. We are up 
against it all the time. I happen to bea retailer. We pride ourselves 
that we are representative of the typical American system of free en- 
terprise. We do not get subsidized for anything. I do not suppose 
the retailer ever gets subsidized. We are in competition. We have 
the same thing going on all the time. We do not run from it. I just 
feel that is an economic adjustment that is bound to occur in a fast 
growing economy, which I personally think will continue. If I may 
use the slang expression, the chips have to fall where they may. We 
have to face it. I do not think we should ever legislate to avoid it or 
legislate to provide for it. 

Mr. Fountain. Mr. Talbott, the national chamber does an excel- 
lent job of keeping the Congress informed of its views on many mat- 
ters of national concern. Will you tell us what the national chamber 
is doing, through its national organization, through State and local 
organizations or all of them, to on our local and State public of- 
ficials better informed about these problems and thus better prepared 
to do an adequate job on local and State levels ¢ 

Mr. Tarzorr. We conduct frequently—and I shall personally at- 
tend 4 or 5 or 6 or 7—local area forums on national issues. 

Last spring the then president accompanied by some members of 
the board and members of the staff toured, I think 15 cities of the 
United States talking national issues, what the national chamber was 
doing. These workshops that we conduct—we call them workshops— 
we will probably have a hundred workshops where the work of the 
national chamber in its stand on issues, seeking opinions on issues 
from our people and carrying to them economic facts as we see them, 
and discussions are carried on to an extensive degree in addition to 
our vast amount of publication of material issued by every department 
of the chamber. 

I think we have a very adequate means—although not completely 
adequate because we are constantly trying to improve it. We have 
very good means for informing the people of matters before Congress. 
Those are the methods we employ. Our publication material is very 
extensive on specific issues and problems, and on economic matters. 

Mr. Fountarn. Will you please cite examples of what State and 
local chambers are doing to prevent the invasion of State and local 
powers, to which you referred in your statement? 

Mr. Taxporr. a not believe I could answer what an individual 


State does: May I recognize Mr. Eads? 

Mr. Eaps. Let me cite one example I think is highly typical of 
what is going on in many States. The State of Indiana has pro- 
tested against Federal grants-in-aid for specific purposes, as most 
of us know. Most of you have received communications from them. 
T have among my files in the office a letter written by a local cham- 
ber secretary in Indiana to a local chamber secretary in another 
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State in which he chides him most severely for the actions that he has 
taken in attempting to get money from the National Government 
for what must be considered purely a local function. I think that is 
going on to a very, very wide extent. Not as wide as we would like 
to have it, but much more so than is normally recognized. 

Mr. May. Mr. Chairman. 

Mr. Fountain. Mr. May. 

Mr. May. This discussion we are in here and which we will be carry- 
ing on through the fall is to me one of the most important discussions 
that could possibly concern us. 

As the Kestnbaum report says, it is the first airing of the prob- 
lems of Federal-State relationships since 1787. It seems to me, Mr. 
Talbott, after hearing and viewing in Hartford, your aircade that 
went around last year, there will be many groups interested in try- 
ing to talk about and promote the idea of discussing the exact Fed- 
eral-State relationships. Besides talking about issues, as you have 
done many times in the past, is there any thought of getting out a 
promotional program on public discussion with this committee, with 
the Kestnbaum report, with the governors’ conference on the subject 
of the chamber of commerce working on a discussion throughout the 
United States on Federal-State relationships ? 

Mr. Taxzorr. That is what we are working on right now. 

Mr. May. Wonderful. 

Mr. Tarsorr. In our opinion we have a skilled subcommittee work- 
ing specifically on the Kestnbaum recommendations: As I brought 
out a while ago, we will have some specifications to file with you. 

Mr. May. That is what I thought you were inferring. 

Mr. Tausorr. Yes, we are. ; 

Mr. May. I do not see how this problem can be solved unless our 
organization and other organizations throughout the United States 
make the people aware of the problem. Congressmen cannot solve it 
and one or two organizations cannot solve it. It will take education 
on the part of the people to come to grips with it. 

Mr. Tatsorr. We are organized to do that and committees are 
working on it. It thereby becomes a subject of top level discussion. 

Mr. May. Very good. 

Mr. Fountain. I asked that question, for the same reason I expect 
Mr. May did, because I am sure you realize and your chamber officials 
realize that an educational campaign must be carried on at the grass- 
roots. 

Mr. Tatsorr. Yes, sir. 

Mr. Fountary. Back in the local areas we must properly inform 
our people and enable them to evaluate the many problems arising out 
of Federal-State relationships. I know that many people do not con- 
cern themselves with the philosophy set forth in our Constitution, 
with the philosophy of State responsibility and rights as distin- 
guished from Federal responsibility and rights. 

If they need something—and they need it badly—they are not con- 
cerned about where it comes from, whether it comes from the State 
government, from local government and institutions, or from the 
Federal Government. They see a need and they want that need taken 
care of. If they are not taken care of on the local or State level, in 
many instances they probably ought to be taken care of nationally. 
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But as you pointed out, and you would, I am sure, illustrate by 
more specific examples if you had the opportunity, there are many 
areas in which the Federal Government probably should not par- 
ticipate and would not participate if the people at the grassroots 
thoroughly understood the situation. 

Mr. Tatsorr. That is right. 

Mr. Fountary. You made a suggestion in your statement that be- 
fore any new programs are started—let us hope there will not be many 
on the Federal level in addition to those which are already in 
existence—consultation should be held with executive and legislative 
officials within the State. How many officials would you suggest 
such consultation be held with in the States? 

Mr. Tatzorr. I do not know that it is necessary to have con- 
sultation. 

I think they would have to put themselves on record in writing. 
Consultation would be cumbersome and would require travel time on 
the part of you folks which I am sure you do not have any extra time 
to do. But I think they should be almost required to express an 
opinion, particularly, the governors of the States. I think it would 
be very valuable material for you to have it on record. The governors, 
the State legislatures, certainly have a primary interest in this thing 
and I would think it would be extremely helpful at the State level 
to make the person responsible for the affairs of the State to express 
themselves on an issue that had a grant-in-aid factor. 

Mr. Fountary. That leads to my next question. 

Do you feel that the regional hearings which this committee ex- 
pects to hold—when we hope to get the viewpoint of governors, 
legislative leaders and other interested public officials throughout the 
country—will be helpful ? 

Mr. Tatzorr. I certainly do; yes, sir. 

Mr. Fountarn. Now, Mr. Talbott, one objection raised by persons 
who oppose the Federal Government’s getting out of certain fields 
is that the States will not do the job. On the other hand, we are 
told by some who favor transfer of responsibility that the States 
would assume these responsibilities if the Federal Government would 
yield adequate tax sources, some of which you have suggested today. 
I do not know how practical this suggestion would be, but we'd like 
to get your opinion. 

Would you favor a trial of legislation which would yield certain 
tax sources to a State conditioned upon the State’s passing legisla- 
tion placing upon themselves responsibility in those fields where they 
do and should have responsibility ? 

Mr. Tarsorr. That would be consistent with my statement that I 
would yield it. But the other side of the story is if you agree in 
principle that that is the way it should be done and you do make 
available additional sources of revenue, you would, if you waited 
until the State legislatures passed such a law, in order to provide 
for it, find that nothing would move very fast. If in principle, you 
think it is the thing to do and make certain provisions through addi- 
tional revenues, returning taxes or letting them keep taxes, I think 
that should be the action on the part of the Federal Government and 
the responsibility would then be for the State to pick it up. But 
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if you waited for the three to run simultaneously, I do not think 
you would get anything done. 

Mr. Fountatn. Do you mean you would favor the Federal Gov- 
ernment continuing to collect the taxes and returning them to the 
States ¢ 

Mr. Tarzorr. No, the Federal Government making up its mind 
that the grants-in-aid on a national level no longer exist and it is 
probably now a function of the States. And return it to the States 
and at any time recognize the fact that in some instances, and maybe 
a lot of instances, additional sources of revenue would be necessary 
and simultaneously return some of these sources of revenue. But I 
will not make the condition on a State legislature having adopted a 
law to provide for it by a provision or administrative act. Because 
I think you would be waiting for each other to move to a point where 
you become so involved and delayed that it would be a long, long 
time before any action would be taken. 

Mr. Founratn. I had in mind, of course, situations where officials 
on the State as well as on the Federal level feel that a program is 
needed and ought to be carried on and, yet, where there are fears 
on the part of officials at both levels that if the Federal Government 
relinquishes its portion of the responsibility for the program, with- 
out some kind of condition or limitation, the States might not go 
ahead and assume those responsibilities. Therefore, they contend a 
very necessary program might be jeopardized. 

Mr. Tatgorr. I see your point. I will not share that fear. If 
nothing critical would develop, it is obvious nothing too extreme 
could dev elop in that short time. If a provision was made and there 
was a grant-in-aid need that could be justified, they could come back 
with the same argument that they had when it was originally es- 
tablished. I think a review of the reasons under testimony why 
grants-in-aid were allowed or authorized in every case would be a 
very valuable aid toward seeing whether the need still exists. The 
same thing would be true in reverse. If you conclude it is no longer 
needed and it is probably a function of the State, then, the issue is 
to return it to the States with additional revenue funds, ms deemed 
appropriate and from there on it is a State cepeeSNSTe: I do not 
share the fear that you indicated that some do. I do not share it at 
all. I have confidence that they can and will do it and will feel better 
about themselves once it is done. 

Mr. Founrary. In your statement, you differentiated between prob- 
lems which are nationwide and problems which are national in scope. 
What in your Seen should be the basic question for determina- 
tion before the Federal Government undertakes a policy of giving 
grants-in-aid to the States, either on a partnership basis or outright ? 
Mr. Tarsorr. Well, of course, first the Constitution and States re- 
sponsibility. Then, I think a contributing consideration as to the 
effect on national development would be a proper thing to think about. 
Beyond that, I do not see there would be anything other than more 
or less minor things that they could possibly bring up to justify a 

grant-in-aid program. 

But, first under the Constitution, is it a State matter or is it a na- 
tional matter’ Second, national defense, I think the roads program 
is very closely coordinated and identified with national defense and 
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probably so and because it involves practically every State im the 
Union and must be coordinated, so I think that exception can be made 
as a national level of responsibility. 

I have even some doubt in my mind whether the airport program 
should not eventually be worked out of national participation. Per- 
haps, in the rapidly growing stages of air transportation there was a 
time when facilities had to Be provided with some assistance. But I 
think the time is fast approaching where public authorities within 
the State, or private ownership, can even take that over. I think 
it should be a diminishing program from this point on. 

Mr. Fountarn. Do you think the needs of the people in the various 
States should be taken into account in adopting or not adopting, or 
in relinquishing or decreasing, grants-in-aid ? 

Mr. Tatzorr. Well, I think we should always consider the needs 
of the people. That should be the No. 1 thought in all of our programs. 
That is the No. 1 policy of the Chamber of Commerce of the United 
States of America. 

We consider ourselves working for the individual American citizen. 
Not the individual American businessman but the individual Amer- 
ican citizen. So, obviously, I think we should always consider the 
needs of the people but I also figure that the needs of the people under 
the Constitution should be a first approach to what action we should 
take and that brings us back to the State responsibilities. 

I think the Kestnbaum report has made a complete study of that, 
an analysis by all of us will substantially contribute to that. 

Mr. Fountarn. I’m sure it will. I ask these questions objectively 
without indicating how I myself might feel and with an open mind, I 
hope because we have plenty of time here in Congress to express 
ourselves. 

I do not want to take the time of these hearings to express my 
opinions, as we sometimes are prone to do here in the Congress, because 
we are here to listen to you. But you do realize, as all of us do, that 
what can be done under the Constitution is a highly controversial 
question. 

If we want to do some stretching under the general-welfare clause, 
we can do a lot of things. Where the line should be drawn is a very 
difficult question to answer. We face it here in the Congress every 
day. For these and other reasons, we have sought your opinions as to 
just where the line should be drawn. 

Mr. Tatzorr. As I said, I think it should be given only after all 
resources have been explored and used. That would be a quick sum- 
mation of the point where you begin to consider Federal grants-in-aid, 
after all resources have been thoroughly explored and determined at 
the State level. 

Mr. Fountaty. That prompts me to ask you this question, about a 
piece of legislation which gave many of us quite a bit of concern. 

If stream-pollution control is made a State responsibility—as cer- 
tainly it ought to be insofar as the States can assume it, as you 
propose—what good would it do one State to stop polluting a stream 
and its waters traversing State lines if the people of the States up- 
stream continue to pour or permit the pouring of raw sewage into the 
same river? 
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Mr. Tatzorr. We have interstate compacts on those problems right 
now. The States have worked them out among themselves. The 
Delaware River compact is a typical example of that and the Potomac 
River is another, involving Maryland, the State of Virginia, and the 
District of Columbia. 

I think the interstate compacts have worked successfully in some 
‘ases. I do not see why they do not work in all. 

Mr. Founratn. In my own State, some municipalities are reluctant 
to vote necessary bonds to get money needed because they feel that 
inaction by other municipalities or private concerns will destroy the 
effectiveness of their own efforts. 

All States have that problem, I am sure. I have a few questions 
in connection with some of the specific answers you have given to 
certain of our basic questions previously submitted to you. 

We consider them basic questions. They might have been phrased 
in a different way. We did not intend to express our feelings. We 
simply wanted to get your thinking, and the viewpoint of others. I 
notice in answer to question 2-a: 

Do you agree or disagree with the view that the growth of Federal programs 
in fields traditionally considered State responsibilities has been due, in large 
measure, to the failure of the States to meet pressing public needs? 
that you express the view that this is not completely true. 

You also stated: 

Although weaknesses of States to grapple with problems of sufficient impor- 
tance to their people undoubtedly has been a factor in the trend toward cen- 
tralization of power in the National Government, there are other factors ‘also 
of major significance. Certainly, the effect of strongly organized pressure 
groups seeking advancement of special interests has been important. Likewise, 
the national tendency of Federal administrative agencies to expand the scope 
of their problems has been a factor. 

In answer to 2-b, you say: 

The concentration of executive and administrative power in the governor, the 
expansion of staff agencies, and the recruitment of better qualified personnel 
seem to be appropriate steps in strengthening State governments. 

Of course, a problem is raised here similar to the one we have on 
the Federal level involving that of further centralization of authority 
in Washington. 

In many States, this has been highly controversial. In my own 
State of North Carolina for many years, there have been fears against 
giving too much authority to the governor. As a matter of fact, the 
governor does not have the right of veto in my State. 

Do you have any fears at all that additional concentration of power 
in the hands of the executives of the various States will create more 
difficulties and thereby make it more difficult to iron out some of 
these problems on the State level ? 

Mr. Tatzorr. Yes, sir; 1 would have. I think the same principle 
applies there as elsewhere that unwarranted centralization of power 
in the State would be equally as damaging in that area as it would 
be to the National Government. I think it should be avoided; yes, 
sir. 

Mr. Fountatn. Just what type of concentration of executive and 
administrative power in the governor do you have in mind ¢ 
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Mr. Tatzorr. The results of our studies have been to a large extent 
that in a good many of our State constitutions some are cumbersome 
because they have too many administrative things written into the con- 
stitution that make it extremely difficult for the normal administration 
of the affairs of a given State. We think that the relief or the revision 
of many of our State constitutions would provide an administrative 
authority under the then existing constitution that would streamline 
its activities and make it much easier for them to get things done. 

It refers more to the executive powers. We say power in the politi- 
cal sense, not legal. It is now diffused among several executive agen- 
cies. In other words, the central : administration is there but is diffused 
among several agencies and makes it difficult for them to administer. 

But I agree 100 percent that unwarranted centralization of power 
in the State would be just as bad as any other location in the United 
States of America. 

Mr. Fountarn. Question 3: 

In relation to existing Federal grant-in-aid programs, is the principle of sharing 
administrative responsibility with State and local governments sound, or is allo- 


cation of complete responsibility for a program to a single level of government 
preferable? 


You answered as follows, and I quote: 


The sharing of administrative responsibility should be avoided and the allocation 
of complete responsibility for administering a program should be to a single level 
of government. 

That certainly would be a utopian situation if it could be done, 
wouldn’t it ? 

Mr. Targorr. That isthe only way we could answer. 

Mr. Founrary. I am one of those who believe in as little Federal 
control as possible. Yet I appreciate the viewpoint of people from 
other States who feel that they are contributing more through Federal 
taxes to other States than they themselves are getting back from the 
Federal Government. They feel that if they are going to do that, then 
they certainly want some form of administrative supervision. I am 
just w ondering what your opinion is as to whether or not the super- 
vision of the programs which are now in existence should be left com- 
pletely in the hands of local agencies of government. 

Mr. Taxzorr. In base principle, I would say yes. There would not 
be a question of that. We should work toward ‘that and that is where 
we think it will be more beneficially administered. More recognition 
of the responsibilities and the costs of it could be had if it were so 
administered. 

We could only answer that by what we believe is sound in principle. 

Mr. Founrarn. In other words, it is your viewpoint that a program 
should be undertaken, if it is a desirable program, on the State level 
and administered by the State. 

Mr. Targorr. Yes, sir. 

Mr. Fountarn. At the moment, I am thinking of those situations 
where the Federal Government is returning or sending substantial 
sums to the States. What is your opinion as ‘to the extent the Federal 
Government should control, administer, or supervise these programs 
in conjunction with the States? 

Mr. Tarzorr. Well, it should not. That is my statement. That is 
the reason I stated in there we think those things should filter right 
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through to the State government with national audit, you probably 
would have to have an 1 audit, but as to the administration of the use 
of the funds, I think the State has the responsibility and thereby 
handled more beneficial and more purposefully and more recognition 
of the costs thereof if handled through the States as I recommended in 
my statement. 

‘Of course, an audit is perfectly proper. And audit should be done. 
It is the law. Beyond an audit, I think it is better to administer 
through States. 

Mr. Founrar, I think the principle you state is sound. I am just 
wondering what you feel the Federal Government ought to do about 
funds which it is ‘appropriating to the various States. Should it just 
appropriate the funds and say, “here they are, do with them as you see 
ft? 

Mr. Tarzorr. I think an audit is perfectly proper but administra- 
tion of the funds is far better if done at the State level, certainly that 
is where it ought to be done. 

Mr. Founrarn. Question 6: Among the basic questions is as follows: 

If you favor exclusive State responsibility for some grant programs, which tax 
areas or portions thereof now occupied by the Federal Government should be 
relinquished to the States? 

You list a number of taxes now levied by the National Government 
which you say should be released for use by the States. They are as 
follows: Admission tax; club dues and initiation fees; local telephone 
service tax; coin- -operated amusement and gaming devices ; ; leases of 

safe deposit boxes; bowling alleys, pool tables, and so forth; unem- 
ployment tax; estate and gift taxes. 

Mr. Tarzor. That is not complete. 

Mr. Fountain. Has the chamber made a study to get an estimate 
of just how much revenue these various taxes would return to the 
States / 

Mr. Tatzorr. Not this list, not as yet; no, sir. 

Mr. Founrarn. That is what you will have completed ? 

Mr. Tarsorr. Not as yet. 

Mr. Founrarn. When you have completed your study? 

Mr. Tarzsorr. Those items could be picked out of the budget rather 
readily. 

Mr. Fountain. But you have no idea at the present time how much 
in dollars they would raise and the extent to which they woul help 
various States / 

Mr. Tatsorr. No: Iam sorry; we do not at this time. 

Mr. Founrarn. Our staff counsel has posed this question which I 
will ask you: Do you think the return of the authority for estate and 
gift taxes exclusively to the States would tend to make people claim a 
legal residence in the State which has the lower tax ? 

Mr. Tatsorr. Yes; I think it probably would. I think that is one 
of the soundest taxes to return to the State. That is strictly a capital 
item, and I think it should be returned to the State. 

Mr. Fountain. I agree with you. 

Did you have in mind the inheritance tax ? 

Mr. Tatnorr. Yes. It probably would inspire people to try to get a 
residence in a State having a lower tax structure. But it would only 
be in one. 


99741—58—_—6 
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Mr. Fountain. Mr. Michel. 

Mr. Micuet. I have several questions but before doing so, yesterday 
I extended my own remarks in the Congressional Record and in- 
cluded a resolution that was passed by the Illinois General Assembly 
introduced by Senators Woodruff and Senator O’Neill, both of them 
State senators and in the State legislature. 

I introduced it in the record because I thought it pointed up our 
problem in conjunction with our hearings getting kicked off yester- 
day morning. I believe the seeds of the Kestnbaum Commission are 
being sown and I think it is the responsibility of our committee here 
in the ensuing months as we continue these hearings throughout 
the country and what the chamber’s plan obviously is going to be here 
in the future by way of pointing up these problems that we are going 
to nurture this seed, and we hope the fruits may be thirtyfold or sixty- 
fold or even a hundredfold several years hence. 

I would like to read part of the resolution : 


Whereas the ever-increasing expenditures of the Federal and State Govern- 
ments with consequent increasing tax burdens is a cause for grave concern to 
the people of this State and Nation; and 

Whereas much of the financial burden of the taxpayer is the result of Federal 
grant-in-aid programs through which a State, by furnishing a sum of money 
to the Federal Government, receives an equal or larger sum from the Federal 
Government to finance and conduct certain programs; and 

Whereas at first glance such an undertaking seems to be a highly desirable 
venture since it appears that the State is actually receiving something for 
nothing; and 

Whereas this idea of getting something for nothing is as deceiving as the 
pea used in the old shell game, because the money which the State receives from 
the Federal Government is actually the money which the taxpayers have already 
paid into the Federal Treasury in the form of taxes; and 

Whereas in transferring the taxpayer’s money from one pocket to another, 
which oceurs when a State accepts a Federal grant-in-aid, an appreciable 
amount of the money is lost due to the expense of bureaucratic administration 
and overhead in effecting the transfer, with the result that the taxpayer, 
instead of reaping a benefit from the Federal grant, is actually receiving less 
than he has already paid into the Federal Treasury ; and 

Whereas in further deflating the “something for nothing” bubble, the tax- 
payer finds that in addition to the initial loss sustained in accepting the grant- 
in-aid, he must further pay the excessive cost of the program due to unneces- 
sary Federal requirements and redtape; and 

Whereas the State and local governments which participate in grant-in-aid 
programs are becoming more and more subject to Federal encroachment on 
their individual sovereignty due to the Federal controls, restrictions, and regu- 
lations incident to such participation, and the Federal Government is inter- 
fering to an unwarranted and undesirable extent in purely State and local 
matters and is also compelling the States to expend their revenue unwisely and 
uneconomically ; and 

Whereas the time has come for the States to seriously review the Federal 
grant-in-aid programs to determine whether such programs are more harmful 
than beneficial, and in line with this policy, it is the sentiment of this general 
assembly that the State and local governments can more efficiently and eco- 
nomically expend the taxpayers’ funds than can theFederal Government through 
the grant-in-aid programs: Therefore, be it 

Resolved by the Senate of the 70th General Assembly of the State of Illinois 
(the House of Representatives concurring herein), That this general assembly 
respectfully request the Senate and House of Representatives of the United 
States to: (a) Seriously review and reassess all present grant-in-aid programs 
for the purpose of reducing the costs of such programs and the Federal controls 
incident to such programs, (b) refrain from enacting new grant-in-aid programs 
in the future unless such programs are an actual necessity and the desired 
results cannot be obtained through State and locally financed and controlled 
programs, and (c) to reduce Federal control over all present and future pro- 
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grams for the purpose of permitting State and local governments to exercise 


their sovereignty and minimizing Federal encroachment on States rights; and 
be it further 


Resolved, That a suitable copy of this preamble and resolution be forwarded 
by the secretary of state to each Member from Illinois in the Senate and House 
of Representatives of the United States. 

At least there they are thinking seriously of it and I suspect as we 
go along other State governments are going to think likewise. 

Mr. Tarzorr. The State of New Jersey is continuing a study or 
recently completed a study of grants-in-aid. The Chamber of Com- 
merce in New Jersey. 

Mrs. Dwyer. Not the State legislature. I have had no communica- 
tion from them whatever since I have been here. 

Mr. Tatsorr. It was the State chamber. 

Mr. Micuet. On page 10 of your prepared testimony, you stated 
that when funds are granted to a State to accomplish a truly national 
purpose the funds ought to be transferred to the overall State gov- 
ernment and not to a specific department as in the case of Federal 
land colleges and it ought to go through the normal funding and 
budget operations of the State “government, in other words into the 
general fund with no strings attached. 

Why do you recommend that it be funneled to the State govern- 
ment in that way ? 

Mr. Tatzorr. I think there would be more recognition of the 
State’s fiscal responsibilities. Take the school lunch program, land- 
grant colleges and your agricultural program, you will find much 
more responsibility in the administration of it if it becomes an in- 
tegral part of the top level government of any given State. 

Only administration and the principle of the thing. No other 
reason at all. We are sure that greater thought and study would be 
given at a State top level to such programs as the school lunch pro- 
grams as would be by any specific agency. 

It is just good Government to do it that way. 

Mr. Micier. In your discussion of the social security aspects and 
following up some of Mrs. Dwyer’s questions, if the states would 
assume the obligations financially rather than the Federal Govern- 
ment, would it be your feeling that the present prevailing social 
security benefits would be used as a standard from this d: ay forward? 
I am thinking now in terms of the future? I come from a relatively 
rich State, Illinois. Do we throw this thing more out of balance in 
future years for Illinois with our industrial capacity and ability to 
pay possibly more than a nonindustrial state? Would our payments 
tend to grow out of proportion to what a less fortunate State might be 
able to pay ? 

Mr. Tatsorr. Not out of proportion. There probably would be 
a differential. 

We are specifically talking about new old age, not the existing ones. 

I think there probably would be a differential but I do not think 
it would be disproportionate. 

Mr. Micuer. Just last week we were considering pay raises for 
postal employees and one of the alternative proposals that we were 
considering was that in some areas like in my home town these em- 
ployees be started at a higher prevailing starting wage than in the 
nonmetropolitan areas, and I am wondering if this would only tend 
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to further unbalance what we now consider to be a norm throughout 
the country. Would not the same hold true for variable Social Se- 
curity benefits? Of course, we know the payments are based on 
contributions. 

Mr. Tarzorr. No. I do not feel it would be a disproportionate 
differential. Of course, we already have variable costs and needs 
in the various States and communities. I would not feel that it 
would be too different from the individual problems that presently 
exist in the various areas of the country. That would not be a large 
factor to me. 

Mr. Micnet. Then I would say that maybe your general feeling 
was that the lower cost of living in those specific areas would more 
than compensate. 

Mr. Taxsorr. Usually there is a lower cost of living. 

Mr. Micnuet. Possibly my next question should be directed to Mr. 
Eads. 

I understand he has concentrated his efforts in the financial field. 
You have considered estate and gift taxes as one field in which the 
States might be the sole beneficiary rather than the Federal Govern- 
ment. 

Has the chamber made any study on excise taxes, for instance ? 

Mr. Eaps. Yes. We have mentioned several excise taxes in our 
list in the questionnaire. 

_Mr. Micuer. Yes. 

Mr. Eaps. If you will note there, practically all of the others are 
excise taxes with the exception of the unemployment tax. 

There are certain excise taxes which will not lend themselves rea- 
sonably to State or local administration. 

Those, of course, would need to be continued at the national level. 
But these we believe could safely be converted into State or local 
taxes. 

Mr. Micuen. Because they are strictly of a local nature? 

Mr. Eaps. Precisely 

Mr. Micue.. Then, I say you are taking a very reasonable approach 
to it. I have had some very near sighted people at home who take 
the position that all excise taxes should not go beyond State level, 
and I come from Peoria, Ill., where we probably have more distilleries 
than any other Congressional District. One distillery alone, Hiram 
Walkers, the largest in the world, pays better than a million dollars 
a day in excise tax into the Federal Treasury. 

Few people realize that it is that amount. There are those who 
feel that that tax should remain in the State which would enhance 
the State treasury of Illinois to a great degree but at the cost of the 
people in other States who may not produce the product but consume 
a great deal. You are not giving any consideration in that area? 

Mr. Eaps. No, sir. The same would be true with automotive taxes 
and tobacco taxes and others of a similar character. Where the 
revenue comes from a limited area, a particular State, such as Michi- 
gan for the automotive tax, or such as South Carolina and North 
Carolina for tobacco taxes. 

There would be no distribution for that particular type of tax. 
It is collected from all over the country but is funnelled through 
the State. 





FEDERAL-STATE-LOCAL RELATIONS 81 


Mr. Founraty. In that connection, if the proposal of one of the 
Senators should be enacted into law requiring that a warning of 
some kind be put on a package of cigarettes, [ expect the amount 
of take by the Federal Government from North Carolina would be 
reduced substantially. 

Mr. Micuev. For the record I do not want to leave the impression 
that I am in favor of the present $10.50 per gallon tax on distilled 
spirits. I think it ought to be lower. 

Mr. Fountarn. Mr. May, any further questions ? 

Mr. May. I do not have any questions. I would like to join with 
the others who have complimented Mr. Talbott and his staff for their 
fine presentation and reemphasize my feeling that perhaps this dis- 
cussion as it goes on through the next months might be on a higher 
plateau than the discussion of individual issues because we are Seiie 
on a basic problem here which should be aired and discussed. Per- 
haps some conclusions can be dranw throughout the United States, 
with the help of the chamber of commerce and other groups that 
will get into the act and help promote the discussion of it. 

Mr. Taxzorr. The facilities of our office are available to you for 
the asking. Any special studies or special questions you would like 
to have us explore we will be pleased to do it w ithout the idea of 
selling any chamber policy or issue that we may be particularly in- 
terested in. 

We are very anxious to serve the best we can. 

Mr. Founrarn. Mr. Reuss. 

Mr. Reuss. No questions. 

Mr. Founrtarn. Mr. Talbott, at your first opportunity, as soon as 
the record is available, 1 hope you will read the testimony of Mr. 
Kestnbaum yesterday. 

Mr. Tatrorr. Yes, sir. 

Mr. Fountatn. Were you here yesterday ? 

Mr. Tavsorr. I was here about 20 minutes. I enjoyed being here. 
I could not stay. 

Mr. Founrarn. He made a most impressive statement. I recall one 
thing in partic ular he said. I believe I recall it correctly in sub- 
stance. He said we are just hoping, and probably in vain, if we ex- 
pect—with increasing expenditures on the national level with our 
national defense budget as large as it is, and with all the other things 
we have gotten into, which will probably be continued—the Federal 
Government can release tax sources to the States in any substantial 
amount. 

He was speaking as a realist. He said it would be nice if we could, 
but as a realist he doubted that we will find sources which the Fed- 
eral (government can properly release to the States. 

Mr. Tarnorr. [f we release to the States the things we talk about 
and which have obvious State functions, then they certainly ought to 
have it. 

Mr. Focwrary. Mr. Naughton has one question. 

Mr. Navenron. In your answer to question 4, Mr. Talbott, you in- 
dicated that decisions as to the need for certain types of programs 
should be made on a State level and you made the observation that— 


Certainly there would be a more valid determination of the requirements and 
needs of the people than when such a decision is left to the National Government. 
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I wonder if you would elaborate a little bit as to the reasons why 
you feel that the decisions made by the State would be more valid than 
those made by legislative representatives in the Congress. 

Mr. Tatzorr. Because they are closer to the pulse of it and they will 
have the responsibility of making it effective and recognizing the con- 
tinuing need. I think it is a direct application of responsibility and 
closer to the problem, that is the main reason. 

Mr. Naueuton. The House of Representatives, of course, which has 
much of the responsibility for making these decisions for the Federal 
Government is based upon representation by population and although 
there are some variations in the size of the different districts there is 
not a tremendous variance. 

Do you feel that a State legislature in which the representation is 
oftentimes quite disproportionate—in which one man may represent 
10 times as many people as another man—can make a more valid de- 
termination of the needs of the people than the House of Represen- 
tatives ? 

Mr. Tatzorr. I am not quite clear on your point. I am sorry. I 
know it is a long question. I have no right to ask you to repeat it, 
but I am not quite clear of the intent of the question. 

Mr. Naveuton. What I was trying to bring out was that there is 
a situation in some areas where the representation in State legislatures 
is disproportionate. 

Mr. Tatzorr. In State legislatures. 

Mr. Navueuron. One man in a State legislature may represent 10 
times as many people as the person in the seat next to him. Do you 
think that a decision made in a legislature which is based on that-type 
of representation would necessarily be more valid than a decision 
made by the House of Representatives ? 

Mr. Tarzorr. I think, yes, because he is still closer to home and 
closer to following it up and closer to determining whether or not the 
needs continue to exist. 

I do. 

Mr. Fountarn. That takes us back to the other answer—“that it is 
a matter of State responsibility” ? 

Mr. Tarporr. Yes, sir. 

Mr. Fountatn. One further question. 

I think Mrs. Dwyer touched on this. I am not sure she covered it 
completely. 

I noted in your statement the proposal that the Federal Govern- 
ment turn over to the States the responsibility for providing old-age 
assistance to all new applicants seeking that type of relief and con- 
tinue grants for those now receiving such aid. 

Does this mean that the chamber approves the present distribution 
of Federal grants for this purpose among the States ? 

Mr. Tauzorr. No, not necessarily. We are trying to be very prac- 
tical on this thing. 

Mr. Fountarn. In other words, you take the position that they 
are probably here to stay, but you are suggesting improvements for 
the future ? 

Mr. Tatzorr. That is right. Leading toward a sounder program. 

Mr. Founrarn. Do you feel that freezing of the grants at the 

resent time, from the Federal standpoint, would create further 
inequities ? 
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Mr. Tatzorr. Further inequities for the individual 

Mr. Fountatn. Yes, for the individual. 

Mr. Tatzorr. No; I donot see why it should. 

Mr. Fountain. Any further questions? 

Mr. Micuet. I find upon closer reading of Mr. Talbott’s testimony 
that my questions in that area should have been directed solely to 
public assistance rather than social-security benefits. 

Mr. Fountarn. I see. 

Thank you very much, Mr. Talbott. You and your colleagues have 
been helpful to us. I am sure the committee will scrutinize very 
carefully everything you said. 

Mr. Tatzorr. We thank you good folks for the privilege of being 
with you. 

Mr. Fountarn. Mayor Zeidler. 

You are Mayor Zeidler, of Milwaukee, Wis., and in addition to ap- 
pearing in your own right, you are representing the United States 
Conference of Mayors? 

Mr. Zremwier. Yes, sir. 

Mr. Fountatn. Before you proceed, I want to compliment you on 
your very comprehensive answers to our earlier questionnaire. They 
are recorded in our document “Replies From State and Local Gov- 
ernments to Questionnaire on Intergovernmental Relations.” 

Do you have a prepared statement ? 

Mr. Zemuer. Mr. Chairman, I have a written statement which I 
would like to read to you. I wrote it last night on the way down 
because it was only on Saturday that I was able to make a determina- 
tion to come here and with your permission I will read it. 

Mr. Fountain. We appreciate your coming and we are happy to 
have you here. You may proceed. 


STATEMENT OF MAYOR FRANK P. ZEIDLER, MILWAUKEE, WIS., 
ON BEHALF OF THE UNITED STATES CONFERENCE OF MAYORS 


Mr. Zemrer. Mr. Chairman, ladies and gentlemen of the commit- 
tee, my name is Frank P. Zeidler, I am the present mayor of the 
city of Milwaukee, Wis., a position which I have held since 1948. 

I am here at the request of Mr. Harry Betters, executive director 
of the United States Conference of Mayors, a national organization 
of approximately 300 major cities, to give some views on the report 
of the Commission on Intergovernmental Relations, its recommenda- 
tions, and on the implementation of some of these recommendations, 
especially as they affect the cities of the United States and the people 
who live in them. 

Incidentally I am a member of the advisory board of the United 
States Conference of Mayors and also of the special committee on 
legislation of this conference. In addition, I belong to several other 
municipal organizations. 

I recognize the very important task and objective of this Inter- 
governmental Relations Subcommittee, and I wish to compliment 
the chairman and the members of the committee for serving on a 
committee that seeks to sort out for easy understanding the maze 


of conflicting ideas on just what branch of government should carry 
out what functions. 
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Parenthetically, and perhaps facetiously I can think of only one 
similar task greater in complexity and impact, and that is the attempt 
to reorganize the Congress itself in its procedures. 

May I say I am also flattered to see m good friend Representative 
Reuss who is a member of this committee, because he has a very 
great comprehension of the municipal problems of the city of 
Milwaukee. 

Concerning the report of the Commission on Intergovernmental 
Relations which was submitted to the President on June 20, 1955, I 
have the highest regard for the Chairman, Mr. Meyer Kestnbaum 
and for the members of the Commission and for the staff of the Com- 
mission. I know many of the members of this Commission personally 
and their monumental efforts will have a lasting and profound effect, 
even if it is slow in showing itself, upon the philosophy and policies 
of the Nation and its governmental units. The quality of the report 
reflects the quality of the high character of the Commission members. 

What I say here is not to be interpreted as a blanket approval of 
all the recommendations of the Commission, for even the Commis- 
sion members did not agree on all the recommendations themselves: 
but I do think the Commission did commence the work on the study 
of problems in governmental relationships in a thorough and work- 
manlike manner and drew many sound conclusions. 

It is important to state these preceding thoughts because I openly 
and often expressed my fears at the original formation of the Com- 
mission on the grounds, that it would lead to an attempt to dismantle 
Federal aid to cities and to end welfare programs of a special interest 
to urban dwellers; and to shove onto hostile State governments func- 
tions which they were unwilling to assume, would not assume and 
could not assume. 

Also the Commission was formed at a time when there was a sort 
of war being waged by the State legislatures all over the Nation 
against the urban areas. In this war the legislatures were seeking 
to deprive the people of the cities of their constitutional rights to 
proportional representation based on population in the legislatures. 

In some States the cities were deprived of this right either by the 
“silent gerrymander” (or failure to reapportion as required by the 
State constitution), or by an actual change of the constitution which 
makes a vote in an urban district worth less than a vote in a rural 
district. The attempt in Wisconsin was fought successfully by the 
cities and was won only on a technicality before the State supreme 
court. 

It was no wonder therefore that many city fathers could see in a 
prospective report of a Commission on Intergovernmental Relations 
a great danger to their communities. Stripped of an effective voice 
for their problems i in the State legislatures, they could see the same 
hostile State forces at work cutting off this approach to the Congress 
where they had found some relief and some sympathy. 

I am sure our original fears were not unfounded, either: for there 
was an attempt under the cloak of the term “States’ rights” to cut 
off Federal aids, to reduce the burden of taxation. This attempt also 
stemmed from a philosophy of government which was designed to 
weaken the Federal system and “Balkanize America for the benefit 
of special groups which were powerful in some State governments, 
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but which had trouble influencing the Congress for their special and 
private purposes. 

Fortunately a chairman was found for the Commission in Mr. 
Meyer Kastnbaum, and Commission members were found, all of whom 
approached this task with some objectivity and without using a 
wrecking ax on vitally needed Federal aids to other governments. 
Hence the report is as good as it is. 

But I should warn this subcommittee that the cities’ relationships 
with State governments are not of the best and any attempt by State 
interests to cut cities off from approaching the Federal Government 
for relief will be vigorously countered by the cities; for recent his- 
tory will show that the States have been unwilling, unable, or slow 
to deal with such problems of cities as traflic and highways, relief, 
housing, metropolitan organization, and now, civil defense. 

Despite cities’ fears that basically a study on intergovernmental 
relations is aimed at their well-being, I believe that a study of inter- 
governmental relations was necessary, and a continuing review of 
these rel: ationships is highly desirable. 

The United States today is developing such a welter of govern- 
ments that it will be necessary to have wisely conceived legislation 
to continually seek to simplify them and to make them understandable, 
both for the sake of the economy and efficiency of government, and 
for the sake of easy understanding by people who must exercise their 
democratic rights and duties through these governments. 

There are Federal, State, county, city, regional, functional, and 
metropolitan types of government, not to mention cities of less than 
the first class, villages, boroughs, townships, school districts, and 
ad hoe type of governments to a degree and variety which defies 
analysis. 

Most of these have grown up under State sponsorship (or some- 
times indifference), and here especially is a great need for fewer and 
clearer classifications of local government to make them both under- 
standable and manageable. 

It should be an important task of this subcommittee to sort out 
this chaotic condition for the very variety of these governments often 
makes Federal grants-in-aid dificult to ‘administer or even to bring 
into legislative existenc e, because fair rules cannot be devised for the 
distribution of such aid. 

There are many parts of the Commission’s reports which do not 
impinge directly upon the cities but most of them do indirectly, as 
for instance grants-in-aid for welfare and vocational rehabilitation. 

But many other parts of the report do concern cities directly and 
it is for this reason that cities are heavily concerned with any negotia- 
tion on State and Federal relationships which would exclude their 
pi articipation. 

It should be here mentioned that the Federal Government has a 
heavy impact on the growth and development and operations of the 
cities. The chain of events of defense installations on an incor- 
porated area can overwhelm it; or a city can be put out of operation 
by some Federal decision to include its site in a defense area; or it 
can be created out of nothing for defense or Federal purposes as, 
for instance, Los Alamos. These are the more spectacular effects. 
But what should be said of the impact of the Federal highway pro- 
gram when an interstate highway 1s cut through the heart ofa city 
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and displaces thousands and thousands of families for whom there 
are no alternate homes, and at the same time removes a large part 
of the tax base of the city? 

What of the various programs of the Housing and Home Finance 
Agency who underwrite the risk of builders and bring into existence 
tens of thousands of homes which require a vast expansion in city 
services for sewer, water, and schools—for which the home pur- 
chaser cannot pay ? 

What shall be said of the effect of the Federal Government’s rules 
of taxation which put large items normally taxable beyond the reach 
of the local assessor, while the community is expected to render 
services to the tax-exempt property ? 

Or what shall be said of that ultimate of all conditions, the making 
of a city a vulnerable target for atomic bombs by establishing im- 
portant defense works in or near it? 

Let no one say, therefore, that there are few or no direct and real 
relationships between the Federal Government and the cities; and he 
who would sever the common responsibilities between Federal Gov- 
ernment and local government acts contrary to the Nation’s best 
interests. 

Perhaps every member of this committee is aware of the physical, 
social, and governmental problems of the cities, many of which have 
a direct or indirect connection with the Federal Government. They 
should be recited here as briefly as possible to indicate the truly 
numerous and complex matters which require the attention of gov- 
ernments at other boris in order that the problems can be properly 
solved. 

It is not necessary for me to expand on each problem for their 
ramifications readily become apparent. Let us take the physical prob- 
lems of the cities first. There is the matter of traffic. As long as 
the State and Federal Governments preempt the principal amount of 
taxes from the automobile, the cities will be hard pressed to raise 
funds for traffic relief from the property owner. Certainly this is 
an area where grants-in-aid are needed. I may point out in my own 
city that each automobile running on the street costs the property 
taxpayers an average of $100 a year. 

When you have about 220,000 registered vehicles you can see the 
property taxpayer pays $22 million for the automobile. The amounts 
of grants-in-aid returned by the Federal and State Governments are 
not anywhere near sufficient to cover this expenditure. 

Mr. Fountarn. May I ask you a question at that point? 

Mr. Zerpier. Yes, sir. 

Mr. Founratn. In your State does the State government return to 
the municipalities any of its tax revenues from gasoline ? 

Mr. Zerier. Yes. To our city it returns between 10 to 20 percent 
of every dollar collected out of the community, which we believe is 
a disproportionate return of the taxes, and hence causes a rise in prop- 
erty taxes. 

Mr. Reuss. Of gasoline taxes ? 

Mr. Zewier. Yes. On gasoline and automobile excise taxes. 

In the matter of housing the cities were unable to deal with the 
slum problem effectively until the advent of the Federal aid pro- 
gram. Here if at any place was an area where States could have 
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acted. But with the exception of 1 or 2 States only feeble efforts were 
made and the slums of America and the gangs they bred became a 
national shame. Are the States now prepared or clamoring to take 
this program over? I doubt it. There persists curiously in the minds 
of many State legislators the idea that somehow Government assist- 
ance for clearing up slums and blight and providing shelter for vet- 
erans’ families is un-American and against our way of life. 

The Federal system of grants-in-aid for slum clearance should 
therefore not only not be abolished, but judiciously extended. 

I realize there is a tremendous problem with the current housing 
bill of 1954 which may extend the cost of Federal aid beyond that con- 
templated by the Treasury or by the Budget Bureau, but the facts 
are that the cities now have very heavily banked upon this type of 
assistance, and the real transformation of American cities that is going 
on at the present time is largely due to the federally stimulated 
program. 

The larger cities have enormous problems of solid waste disposal 
which brings them into conflict with their neighbors. But this is 
largely not a matter of Federal concern except where water pollution 
occurs. The same thing holds true for sewage. This should largely 
be a matter for States and local government to provide plants for 
treatment and prevent water pollution. But it is surprising how 
few communities did anything to help themselves or how few States 
took vigorous action until the Federal Government came along in a 
depression era and got them started. Pollution is a great problem 
in every State, but the States and local governments are laggard in 
dealing with it, so Federal interests must be maintained. Think of 
the pollution problem of the Mississippi, Missouri, and Ohio Rivers 
for example. 

What goes for sewage is even more important for water resources, 
because most sewage disposal ends up in fresh water bodies. ‘The vast 
urban populations of the United States crowding upon the available 
fresh water sources make a national policy on this subject, formed in 
conjunction however with the States and local governments, most 
imperative. This cannot be a State responsibility alone. How can 
the water problem of the city of Denver, for instance, be a problem 
of the State of Colorado alone when the water sources are found on 
the other side of the Rocky Mountains? 

The impact of F sidered actions on rivers and harbors is also most 
vital to cities and hence cities should have an opportunity for direct 
approach to the Federal Government on such matters. 

The same principle holds true for airports. This is an especially 
good example of an item in which there must be direct relationships 
between Federal Governments and local governments because it is so 
easy to fly over State boundaries. 

The significance of joint participation by Federal, State and local 
Governments in order to develop a consistent and soundly engineered 
highway system is too obvious to comment on here. It was the first 
of the joint systems. This certainly is not an area of activity which 
the Federal Government should leave entirely to the States as some 
governors proposed recently. To do so would mean a collection of 
insufficient revenues for highway purposes and a disproportionate 
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distribution of them to the rural areas whose political leaders dominate 
State governments. 

In the educational problem of the cities there have been recent at- 
tempts at legislation to provide Federal grants-in-aids. Without go- 
ing into this issue extensively, I believe the Federal Government has a 
role to play in shifting funds to the less favored States in areas for 
equal educational opportunities for all children, provided such areas 
first make equal attempts and efforts to tax themselves for educational 
purposes. 

The physical problems of the cities, however, are by no means the 
only problems which must concern Federal, State, and local govern- 
ments. There are huge social problems which will require appropriate 
action by many levels of government. I shall mention them. 

There is the increase in the total population of the United States, of 
which by far the largest amount is found in the incorporated areas, 
bringing with them the problems of the formation of multiple govern- 
ments and the provision of services. 

It is very surprising what amount of growth there has been in the 
cities of the United States at the present time and where much of the 
population of the United States is going. A great deal of this popula- 
tion that we are having at the present time 1s coming into the urban 
areas, This accounts for the constant pressing of the municipalities 
upon the Government of the United States and upon the State govern- 
ments for greater recognition. May I point out that in 1830 the urban 
population of the United States represented 8.8 percent of the total 
population. In 1940 it was 56.5 percent of the population. In 1950 
our urban population represented 66 percent of our total population. 

Today in 1956 authorities say that 103 million people out of the 
total population of 164 million are to be found in America’s urban 
areas and, according to the census, there are 172 standard metropoli- 
tan areas. This change in the living pattern has more than any 
other factor resulted in the approach of the cities to the Federal 
Government for its assistance. 

There is the secondary problem that comes from this multiplication 
of the population and that is the provision of schools adequate to 
meet the numbers of children presenting themselves at the doors 
for education. 

This certainly is a national matter, for we have but to look at 
Russia to understand how education will aid in the survival of 
democracy. 

With the huge number of people crowded in the urban areas come 
health and welfare problems, recreational and cultural needs—as vital 
to live as breath itself. These are matters in which the States can 
be of great assistance and perhaps could be all sufficient to their 
creatures, the cities; but they have not, and the cities and the people 
in them have counted on Federal programs to bring them the aids 
necessary for the existence of life. Shall we dismantle the social- 
security program, aids to the handicapped, and other similar aids 
and give them back to the States? Hardly, in my opinion. 

The basic insecurity of the urban populations who depend on a 
job for money to buy food and the fiber they need is a fact that 
rural State legislators find it hard to comprehend. Hence the se- 
curity and welfare programs have been developed in the Federal 
Government rather than in the State legislatures in the magnitude 
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required (although States pioneered in many of these programs) ; 
but the urban person is not ready to dismantle the Federal system 
of this support which he finds necessary when the hardships of life 
come upon him. 

The environmental needs of cities worsened by the aging of the 

cities, the practices of industries, the practices of certain types of 
landlords, and the congestion caused by the automobile, have brought 
a great demand for a change in the environment. The demand was 
not heeded in the State legislatures except as environmental im- 
provement became a matter ‘of Federal concern and Federal legisla- 
tion. Ihe cities are therefore not ready to turn back urban renewal 
programs to the State governments. 

There is also a spec ial type of social problem in which there must 
definitely be a direct Federal-local relationship, and that is in deal- 
ing with the national and international criminal and organized 
gangdom. Often local governments are helpless before the or eanized 
gangs and they even reach out to control State governments. They 
are ditieult to apprehend and costly to convict. All levels of govern- 
ment rust join in efforts to curb them. 

There is now one more problem which requires special mention be- 
cause of its recent origin and its terrifying significance. This is the 
sbitean of civil defense. The Federal Civil Defense Act of 1950 
places primary responsibility on State and local governments. Here 
if at any point was a chance for the champions of States rights to 
show how the States would deal with a major responsibility. The re- 
sults today under the Civil Defense Act of 1950 are both miserable 
and frightening. The States hardly know that such a thing as civil 
defense exists. The legislatures regard it as a nuisance and it seems 
to have no political mileage i in it. For one almost never hears a gov- 
ernor or a State legislator get on the pk itform and talk about this 
erucial responsibility, 

To turn civil defense over to the States at this time is to pound a 
nail in the coffin of the country. They don’t want it and won’t do 
much about it if they get it. I hope for the sake of the millions of in- 
different Americans, as well as those that earnestly care, that these 
matters will change for the better. 

It is now necessary to talk about problems of the cities with other 
governments. You have gathered now that the relationships of cities 
with State governments could stand much improvement. But there 
are also intergovernmental relations of central cities with suburbs, 
with counties, with special authorities or districts, with regional 
agencies and with adjacent rural areas. Because of the growth of 
cities and the suburbs at the expense of each other and at the expense 
of adjacent rural territory, the metropolitan area with its acute grow- 
ing pains has come into existence and has thrust its demands for at- 
tention at all levels of government including the Federal Govern- 
ment. Here again the States could have been especially effective in 
coping with these problems, but exc ept for a few instances they have 
not met the challenge. They have first been unaware of what is hap- 
pening; then they were indifferent until the clamor grew uproarious: 
and then hostile to the big cities, whom they deem their political 
rivals in many instances. 

Rather than exercising a firm hand, providing for the integration 
and orderly development of local governments, and the proper plan- 
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ning of the growths of urban communities, the States were weak and 
permitted fragmentation and disorderly development of the metro- 
politan areas, so that many imperfectly formed units of government, 
with dense populations, exist with insufficient powers to cope with 
their needs or to grow in an orderly fashion. 

Dangerous concentration of population and industry have been 
allowed to develop and evil environments to flourish under the absence 
of effective State control. 

It is now no wonder therefore that one hears the cry more fre- 
quently for direct Federal intervention into metropolitan areas to 
integrate them, to provide a master plan for their growth, and to 
improve their environment, and to reduce their vulnerability. I my- 
self think that these matters are a legitimate field of inquiry for 
this committee because the safety and the well-being of the Nation is 
involved. 

The Federal Government and the Congress should spur the States 
to act perhaps by grants in aid, and if the States fail, the Federal 
Government for its own safety may be compelled to act itself to re- 
develop our major target areas. 

I speak here on this particular issue for myself and am not com- 
mitting the United States Conference of Mayors to this particular 
position. 

What I have said thus far on the subject of Federal, State, and 
local government relationships has not dealt with the specific details 
of any special program but with the general picture of the need for 
Federal-city direct relationships on many matters, and a joint Fed- 
eral-State and local government relationship on others. I think 
you all gain the impression that I believe that State governments 
are a weak link in the chain of these relationships because they have 
had so many opportunities to take leadership which they missed and 
continue to miss. If the State governments desire to regain their 
status of respect they will develop a tighter organization; they will 
be prepared to accept financial responsibilities if the Federal Gov- 
ernment sheds the burden; they will! cezse their systematic hos- 
tility to their own children, their chartered cities, and they will show 
imagination and leadership in planning and executing beneficial legis- 
lation and programs. 

But even the best of State governments will never have the access 
to tax resources that the Federal Government has nor certain powers 
to act and hence the Federal Government must for some time in the 
future participate in grants in aid for needed programs in the public 
good. 

The role of the Federal, State and local governments must then not 
be one of dismantling programs and ending the approach of people 
in the cities to the Federal Government, but a determination of the 
type and kind of program to be carried out, the proportions of par- 
ticipation, the standards of achievement, and the proper administra- 
tion. And it is perhaps in this exacting effort of determining how 
much carrot and how much stick to apply to the donkey of progress 
that the work of this committee principally lies. 

What objectives do we all seek in our various governments? A 
better human being, living in a better environment, with decent shelter 
and surroundings and proper education to earn his livelihood and to 
make reasonable and just judgments of what is happening about 
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him. To achieve this requires proper planning at all levels of gov- 
ernment, coordinated toward this objective. 

Joint Federal, State, and local activities are an important device 
to this end; with joint contributions, however, to the cost. To achieve 
these results we not only need participation by the Federal Govern- 
ment in the form of grants-in-aid for standards of achievement but 
better performance by the States and a greater realization of State 
responsibility. We also need more initiative by local government 
and its people, for too often local people ask for services which they 
are not willing to pay for themselves, and we must be frank to ex- 
press that. To educate local people to their responsibilities in’ this 
respect is a task of local officials. 

Special study of classification of governments to aid in the perform- 
ance of joint programs in my opinion is desirable. Coordination of 
Federal agencies dealing with other subordinate levels of government 
such as the Bureau of Roads, the Urban Renewal Administration, Pub- 
lic Housing Administration, Federal Housing Administration, and 
Federal Civil Defense Administration are also highly desirable be- 
cause in many instances these programs could work at cross-purposes 
to each other. 

This committee is asking the question whether the existing division 
of responsibility in different levels of government is satisfactory. I 
can answer by saying that it is on the whole good, but it will never be 
completely satisfactory because society is evolving too fast. The 
mechanical age is making too many changes in our life for govern- 
ments to be static, and hence there must be constant observance of inter- 
governmental relations to meet the challenge of the times. 

This concludes the formal portion of my report, Mr. Chairman. 

Mr. Founrarn. I want to thank you, Mayor Zeidler, for another 
very splendid and comprehensive statement on the perv of munici- 
palities in this vast field of intergovernmental relations. 

Mr. Reuss. I would like to say that I am very proud that the United 
States Conference of Mayors selected Mayor Zeidler to make this 
presentation and the challenging statement which he just put in the 
record justifies their confidence in him. 

I would like to ask a question or two, Mr. Mayor. 

You said in your statement that even if the State governments re- 
form themselves and become more effective instruments of government 
than they now are, that you nevertheless saw the need for large-scale 
Federal grant-in-aid programs because of what you described as the 
Federal Government’s greater access to resources. Will you spell that 
out a little more for us and tell us what you mean ? 

Mr. Zetpter. I would imagine at the present time if the total amount 
of taxes collected in the United States were equated to 100 percent 
about 75 percent of those taxes might now be collected by the Federal 
Government and half of the remainder, say 12 to 13 percent each, are 
collected by the States and by local governments; so that three-fourths 
of all the taxes at the present time probably are being collected by 
the Federal Government and of that amount three-fourths are prob- 
ably going for defense purposes—wars, past, present, and future. 

The Federal Government apparently has sources of taxation which 
exceed the powers of the State to tax. How do you tax a far-flung 
corporation who may be tucked away in some State with its home office 
with certain favorable laws, except by the Federal authorities; and 
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many businesses are small empires in themselves in that they reach 
into many States, and it is very difficult to tax them. 

So the Federal Government in my opinion will have to stay in some 
of these programs for a long time to come because it is the only one that 
has sources of revenue. 

Most State legislatures at this time complain that they cannot raise 
enough taxes to carry on the programs they have at the present time. 
It is unreasonable therefore to expect them to carry new burdens 
that the Federal Government might shove back on them. 

Mr. Reuss. In your opinion are the mechanisms now in existence 
for participation by local communities people in the carrying out of 
these Federal programs adequate ? 

By that I mean this. You are among other things a former mem- 
ber of the Milwaukee School Board and were a distinguished member 
for well, some years. I know from your experience on that board 
that you recognize the desirability of people on the scene who can 

hysically valk over to a school and look at it any time they want, 
being on the governing body. Are we now getting the benefit in the 

carrying out of these Federal programs of that kind of on-the-spot 
familiarity with the problem ? 

Mr. Zener. On the whole, I believe that Federal supervision of 
Federal grants-in-aid is fairly good. As a matter of fact, most 
governments think it is too good. If you have heard the testimony 
before you, the gentleman desired the Federal Government to make 
a lump grant to the States and let them carry it out their own way. 
[ think that would be very poor administration. The compl: is 
all the other way—that there is too much Federal supervision. I do 
not see how under proper administration if the Federal Government 
sets up a system of grants and sets up a system of standards, that it 

can avoid its own responsibility of having a close inspection. So I 
think that it should continue close inspection and perhaps the chief 
complaint is that it is too close. 

Mr. Reuss. You would like, however more local say-so on such a 
question as the exemption from taxation of federally owned or leased 
properties. 

Mr. Zeiwier. One of our principal problems with the Federal Gov- 
ernment is this—that is something [ hinted in my statement—namely, 
that there are types of property owned or controlled by the Federal 
Government which have become exempt from local ‘personal and 
property taxes, and yet it is true that the companies operating these 
properties for the Federal Government, or the Federal Government 
itself, get services rendered by the community for which no taxes 
are paid. 

This brings up the whole problem of payment in lieu of taxes which 
is so knotty and in which not much progress has been made at the 
present time. 

Mr. Reuss. Another point which you made very tellingly, I thought 
was that the Federal housing program by and large over the years 
has been one of insuring builders against some of the hazards and 
risks of building and that has resulted in a great many homes being 
built and occupied by people who can just about afford the home 
under the financing plan available but can’t afford much of anything 

else, such as local taxes or other improvements. 
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You didn’t make the point but others have made the point that 
Federal housing policies sometimes ignore or deemphasize important 
questions of city planning. What do you say about that aspect? Is 
there enough local participation there? 

Mr. Zerpier. In the policies of the Federal Housing Administra- 
tion, there has almost a en, as far as I can tell, no consultation of the 
effect of these policies on local government. For instance, when the 
FHA makes it easier for somebody to buy a house with a small down- 
payment or almost no downpaym ent, the construction of this house 
brings into existence certain municipal problems for which there 
must be some payment made—installation of sewer, water, streets, 
and schools. 

This is a difficult area to define. At this moment I am not asking 
that city governments participate with FHA in determining the 
total number of houses that will be built under this system, but I 
think that we in local governments are seriously affected by the 
standards which FHA sets up for construction and the amount of 
construction that occurs. The most we can do is educate those people 
who buy the houses that the sole cost of that house is not in the 
purchase only of the house, but in addition there is the cost of pro- 
viding the necessary governmental services to make the house livable. 

Mr. Revss. Thank you. 

Mr. Fountain. I might say, Mayor Zeidler, that your section has 
in Corigressman Reuss an individual who during the course of his 
service here has reflected tremendous credit not only on himself 
but on the people he represents. He is oF a splendid job. 

Mr. Revss. I am honored to hear that, si 

Mr. Founrary. You have mentioned the skeen of metropohit an 
areas. I think all of us are to some extent familiar with them. We 
realize the difficulties municipalities are having and have had for 
some years because they are subject to the control of the State legis- 
latures and they have no tax resources other than those which are 
given to them by the State legislatures. Dade County, Fla., as a 
central governing body, has recently been granted limited authority 
over Miami and many surrounding communities. Would you care 
to comment on this approach ¢ 

Mr. Zripter. This 1s an approach which is being considered very 
seriously in many communities in America. The impetus stems from 
the creation of the government known as the municipality of Metro- 
politan Toronto, in which the Ontario Provincial Legislature put 
together Toronto and 12 of its suburbs in a sort of a special munici- 
pality, granting the 14 or 15 governmental powers in order that 
the suburbs could stay alive. Many of them could not raise the 
bonds for their schools and water services and so on. Toronto 
wanted to amalgamate with them. It didn’t want to annex them at 
first, but finally “wanted to amalgamate with them: but the provincial 
government, deciding to preserve the individual identity of each 
suburb and community, formed a new layer of gov ernment—not city, 
not county—but a metropolitan community that has aroused the 
interest of many communities around the country. 

One of the places where the problem was similar was in Dade 
County, Fla., which has the Miami and many other communities. 
It has a huge pollution problem there and conflicting governments. 
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A group of citizens finally persuaded the Florida Legislature to cre- 
ate a government similar to this type in Toronto. This is not an 
unknown experiment in the world. The government of London is 
formed in this fashion. It has 28 boroughs, and a London County 
Council. It is entirely probable that this pattern will be reflected 
more and more throughout the United States. This is one of the new 
classifications of government about which I spoke. 

Mr. Founratn. To be exact I would have to read the hearings of 
the Subcommittee on International Organization and Operations of 
the Foreign Affairs Committee, but when we were out in St. Louis re- 
cently taking testimony I believe we were told that in the St. Louis 
area there are—I may miss it by 25 or more—over a hundred munici- 
palities, all incorporated entities. 

Mr. Zemier. I haven’t heard the recent count, but in some of the 
metropolitan areas, like Pittsburgh and elsewhere, there are that 
many. 

Mr. Founrarn. You walk down to a street corner and on the other 
side of the street another municipality begins. 

Mr. Zetwwuer. In our county there are about 20 municipal entities in 
239 square miles. 

Mr. Fountain. Have you any suggestions as to how the Congress 
and specifically this subcommittee might help improve State- 
municipal relations 

Mr. Zempier. One of the first things I believe that is necessary is 
for a widespread action on the part of the State legislatures to study 
metropolitan areas. This is coming into existence. Just recently, our 
State government passed a legislative bill creating the metropolitan 
study committee with which I am not entirely happy because of the 
formation of the committee, but nevertheless it is a step in the direc- 
tion which I had long advocated. I think that the Federal Govern- 
ment’s encouragement of State legislatures to do that, either by a pro- 
nouncement from this committee or a pronouncement from the Con- 
gress itself, would be an encouragement to State governments to 
study this problem. 

But I think what is important is for this committee to spell out an 
objective. What do you want these combined fragments—these frag- 
mented municipalities to do upon combination ? 

I think that you have to think very clearly what you expect 
of these great urban areas, because they are getting bigger and they 
are more significant to the United States. They are literally the 
Achilles heel of this country. I think that the objective of these 
new studies should be to provide integrated areas, which permit their 

rowth and expansion but at the same time reduce their vulnerability. 
This means that the metropolitan areas of the United States must ex- 
pand into larger territories and must be able to do so on a planned 
basis so that farmland is not wasted, so that the greatest economy is 
observed in the development of rail service, highway service, and in 
the location of industry. 

In other words, there must be a master plan for the development 
of the metropolitan regions. This could be a State function, but 
States have not done that. 

Mr. Fountatn. Do you think a commission study either on the 
State level or Federal level might be helpful in this particular field ? 


— af 





FEDERAL-STATE-LOCAL RELATIONS 95 


Mr. Zempter. Yes; I do. I believe a study by either the Commis- 
sion on the Intergovernmental Relations or by the staff of this com- 
mittee could be very important on the metropolitan problem, because 
it is now one of the most spectacular of all the governmental prob- 
lems in the United States. 

Mr. Founrarn. As you have done this morning, the Kestnbaum 
Commission placed considerable emphasis on the shortcomings of 
many State governments. What advice can you give this committee 
on the role that we might play through regional hearings in focusing 
public attention on this problem ? 

Mr. Zerpier. One of the most important problems is that of ade- 
quate representation. That was touched on by one of your members 
of the committee who asked Mr. Talbott about the problem and Mr. 
lalbott in effect said that he thought that 1 man whose vote repre- 
sented in the State legislature 10 times more people than the vote of 
somebody else's constituted a situation which resulted in a closer ap- 
proach to the people than a representative in the Congress of the 
United States. I am one who does not believe so. I believe that the 
States should make a more conscious attempt to provide representa- 
tion according to population. 

For instance, I believe that in the California area, San Francisco 
and Los Angeles together represent 40 percent of the people of the 
State, but they have only 5 percent of the representation in the Cali- 
fornia Senate. And in Detroit, I believe under the recent constitu- 
tional change a voter in the city of Detroit has a vote that is worth 
one-third the vote of a representative in upper Michigan. How can 
the pressing problems that exist in the cities be manifested in the 
legislature if there is no voice for them ? 

This, I think, ought to be explored. No one is asking the Federal 
(Grovernment to peremptorily take the States by the se ruff of the neck 
and demand they change their constitutions; but publicity focused 
on this problem might shame the States into a better system of repre- 
sentation. 

Mr. Founrary. Can you think of any ways in which the Congress 
might properly act to encourage the improvement of State govern- 
ment organization to help them with the problems which they pres- 
ently aren't facing up to! 

Mr. Zerier. I think a conference between representatives of the 
Congress and of governors after this hearing, which results in a dis- 
closure of, first, the animosity of the cities toward the State govern- 
ments and, secondly, the failures of the State government “to act, 
should here evoke from the governors or their representatives some 
response as to what the States think about these problems and what 
they will do themselves in order to overcome it. 

The State legislatures or State governments are largely a collection 
of chjeftains who have banded together. They oftentimes lack the 
proper centralization of authority and so forth. They certainly need 
to modernize their government in order to improve their administra- 
tive capacities. 

Mr. Fountatn. We have just had a quorum call, Mr. Zeidler; so we 
will have to recess. If you have any supplementary remarks which 
you would like to make after lunch, we will be glad to hear you. I 


think most of the questions we have in mind have already been an- 
swered by you. 
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The committee will stand in recess until 2 o'clock. 
Mr. Zeroter. Mr. Chairman, you will not expect me back? 
Mr. Fountain. No, sir. If you want to be here, we will be glad to 
have you. We appreciate your coming. 
(Whereupon, at 12:35 p. m., a recess was taken until 2 p. m. of the 
same day.) 
AFTERNOON SESSION 


Mr. Fountary. Mr, Nolting. You are Mr. Orin F. Nolting. We 
are mighty glad to have you with us, Mr. Nolting. You represent a 
very important segment of our population, particularly as it relates 
to the important field we are now studying. 

You may proceed with your statement. 


STATEMENT OF ORIN F. NOLTING, EXECUTIVE DIRECTOR, INTER- 
NATIONAL CITY MANAGERS’ ASSOCIATION 


Mr. Nottine. Thank you, sir. I have a prepared statement, about 
2,000 words. Do you want me to read it’ 

Mr. Founrary. You can do as you like. You can read or sum- 
marize a as you wish. We want to get the benefit of your thinking. 

Mr. Notting. Perhaps, then, I had better read it if that is all right. 

I appreciate the o opportunity to present to your subcommittee some 
observations on particular areas and problems of intergovernmental 
relations that merit further attention. This association, as one of the 
participating organizations in the White House Conference of Local 
Officials, held on March 31, 1953, is deeply interested in the continued 
improvement of intergovernmental relations because city managers 
are directly concerned with the administration of local public services 

Municipal officials have been impressed with the findings and rec- 
ommendations made by the Commission on Intergovernmental Rela- 
tions in its 1955 report to the President. This report and the 15 sup- 
plementary documents recognized local government as an essential 
partner in the Federal-State-local system and that local government 
has responsibility and capacities of its own. 

The Commission recognized that the effective administration of 
many public services requires cooperative action by all three levels 
of government. Many activities which i agen as a municipal service 
must now be the concern of State and National Governments as well 
as of the municipality. 

Local officials for the most part are in agreement with the Commis- 
sion’s recommendations and hope that the Congress will continue to 
adopt and implement them. For this reason your subcommittee is 
to be commended for its continuing study of intergovernmental prob- 
lems. 

It should be clear at the outset that this brief statement is my own 
and does not. necessarily represent the views of the International City 
Managers’ Association. Furthermore, my comments should not be 
interpreted as taking a stand for or against any pending or proposed 
legislation because the association I represent is a professional organ- 
ization and does not work for or against legislation at either the State 
or Federal levels. 
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I would like to mention briefly some areas that require further atten- 
tion by the Federal and State Governments without suggesting what 
legislative action would be necessary : 

1. The legislatures of many States with more than one-half their 
populations i in urban areas still predominately represent rural areas. 
vo situation greatly hampers municipal action in many fields be- 

‘ause such legislatures do not have a knowledge of municipal prob- 
lems and therefore do not enact legislation which cities need. 

Too many local governments in an area often bar decentraliza- 
tion of func tions and activities. Some local governments are inade- 
quate as agencies of government, while still others may provide a 
single service (often effectively administered) which actually re- 
sults in weakening the capacity of local gov ernment generally. What 
can be done at the Federal level through grant-in- “aid programs to 
encourage States to provide local units of government that are effec- 
tive in providing governmental services ? 

Perhaps it is possible for the Federal Government to assist in gov- 
ernmental integration, especially in metropolitan areas, by providing 
that grants-in-aid shall be administered in such a way as to bring 
about integration. Grants in any case should not be administered in 
& Way so as to encourage the creation or the continuation of obsolete 
or uneconomic local governmental agencies. A notable example of 
what can be done in this area is found in the health field where Fed- 
eral grants have encouraged the creation of city-county health units. 
Some cities, on the other hand, have been handicapped in the hous- 
ing field by the tendency on the part of the Federal and State Gov- 
ernments to encour age the creation of separate housing authorities, 
separate redevelopment agencies, and separate urban renewal agencies 
which make it difficult to coordinate administration at the local level. 

The Federal Government has found the county more convenient 
than the municipality as a base for a number of grant-in-aid pro- 
grams. Counties also often provide services formerly administered 
by municipalities with inadequate area and resources. But the county 
governments for the most part have archaic organizations unsuitable 
to the administration of public services. This is another area that 
requires attention. 

4. From the point of view of municipalities it does not seem neces- 
sary or desirable that all Federal grants should be channeled through 
the States. The practice of conducting civil defense mainly through 
the States is not desirable; direct relations between the Federal Gov- 
ernment and critical target cities would seem essential. Flexibility 
in the pattern and administration of Federal grants is desirable, as 
illustrated in the case of airport, housing, and urban renewal grants. 

5. Municipal officials believe that the Federal Government should 
inaugurate a broad system of payments in lieu of taxes on certain 
Federal Government properties, and Federal agencies also should be 
enabled to pay special assessments for local improvements. 

6. The Federal Government might well examine the extent to 
which it could transfer further administrative responsibility to dis- 
trict or field offices. It seems desirable that more control of a grant 
program should rest with the level of government charged with the 
actual administration because it is best acquainted with the problems 
involved. The Government providing the support, whether Federal 





98 FEDERAL-STATE-LOCAL RELATIONS 


or State, should be concerned chiefly with seeing that the funds 
spent are used for furthering the objectives for “which they were 
appropr lated. 

7. Federal agencies can aid greatly to improve the operation of 
federally aided programs by: 

(a) Increasing theis consultation, both formal and informal, with 
local officials to achieve better coordination. 

(6) Setting standards of performance and design but permitting 
modifications where desirable as in the case of highway design within 
the city limits. 


(c) Placing greater emphasis on planning, guidance, and research 
and keep State and local governments informed of the best methods 
of a the job. 

) By adopting long-range programs, as in the case of airport 
ae so that cities will know in advance what help will be 
available. 

(e) Adopting clear cut and understandable standards used in de- 
termining eligibility for grants. 

(7) Expanding the function of the intergovernmental relations 
office in the Executive Office of the President to serve as a clearing- 
house of information and where State and local government offici: als 
could come With their problems. 

8. With respect to specific programs it would seem desirable that 
actual construction and maintenance of highways should continue 
to be performed by States and cities. Leadership and responsibility 
for civil defense should rest chiefly with the Federal Government, and 
the recommendations in the staff report of the Commission on Inter- 
governmental Relations entitled, “Civil Defense and Urban Vulner- 
ability,” contains recommendations which would meet with the gen- 
eral approval of municipal officials. Likewise, with respect to nat- 
ural disasters, some central participation is necessary but State and 
local governments should pay a proportionate share of disaster 
relief expenditures. 

In the fields of public housing, redevelopment, and urban renewal, 
some Federal financial incentive is essential. Federal regulations re- 
quiring comprehensive local plans, building codes, and zoning and 
subdivision regulations have proved beneficial and should be con- 
tinued in connection with any grant-in-aid program in this field. 

9. Consideration might be given to limiting grants-in-aid to those 
functions which transcend political boundaries and which have more 
than a local interest. This would include highways, airports, civil 
defense, health and welfare, flood control, and disasters. Public hous- 
ing and urban renewal may not be of direct national concern but the 
Federal programs in these fields are highly popular and the present 
grants-in-aid should not be discontinued until some other plan is 
developed. 

Consideration might be given to wider use of financial assistance 
through loans in place of grants-in-aid with respect to programs that 
do not have a en national interest. Another possible approach 


would be for the Federal Government to vacate certain tax fields or 
reduce tax rates to enable the States to develop grant-in-aid programs 


and State-collected, locally shared taxes for their own local govern- 
ments. 
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The financial responsibilities and obligations of local and State gov- 
ernments have increased tremendously in the last decade, as has been 
pointed out here this morning. Ten years ago only 1 out of every 5 
tax dollars was spent by State and local governments. ‘Today, State 
and local governments are spending 1 out of every 3 tax dollars. 
Whereas the Federal debt has increased only about 5 percent in this 
period, the State and local debt has tripled. 

These trends indicate the increased responsibility that State and 
local governments must share in meeting the needs of the citizens. 
To a large degree the increased costs on the local level are caused by 
rapidly growing populations and a speedup in the capital expenditure 
programs that were postponed during the 1930's and during the war 
years. Coupled with this is the fact that many people have moved 
to suburban areas where new cities are being created and public serv- 
ices demanded. 

This rapid growth of urban areas during a comparatively short 
period of time has put a great strain on local governments. Many 
cities are handicapped in lack of authority to adopt new revenue 
sources. It is to be expected, therefore, that municipal officials want 
the Federal and State governments to increase their grant-in-aid 
programs. 

At the Federal level, with which we are concerned here, there has 
been a tendency in the past to consider each question of Federal-State- 
local relations separate and apart from all other questions affecting 
such relationships because of the lack of an overall policy. As a re- 
sult, municipal officials sometimes are confused as to the relative re- 
sponsibilities of the three levels of government on a particular matter 
and also with regard to the different methods of handling problems. 
As I said before, perhaps the intergovernmental relations unit in the 
Executive Office of the President could serve as a clearinghouse of in- 
formation where State and local officials may come with their 
problems. 

Most governmental functions have started at the local level, as, 
for example, in the case of public health services. Local units seldom 
have instituted new programs which duplicated services performed at 
a higher level. But in modern government only a few functions can 
be performed solely by one level of government. The primary public 
service level may be essentially local in purpose but Federal-State- 
local in administration. The several functions of government can be 
assigned to the proper levels only by considering volume of service, 
tax loads and resources, and best areas of administration. 

A great deal of the leadership in resolving the proper allocation and 
administration of various functions and deciding on best methods 
of financing can be provided by the Federal Government, but this 
does not mean that Federal control should be extended to all other 
units. In the development of standards of service and in determin- 
ing the basis for division of costs, State and local officials should be 
consulted. 

Areas in which national advisory assistance might be expanded so 
far as municipalities are concerned are research, investigation, tech- 
nical advice, demonstrations, recommendations, and so on. 

Technical assistance need not and should not be converted into 
Federal control. Perhaps the Federal Government can make wider 
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use of advisory committees of State and local officers in drafting legis- 
lation, in developing standards for measuring performance. ‘and in 
developing administrative procedures. The goal should be better 
coordination and administration of public services among the several 
levels of government. 

Mr. Fountary. Thank you, Mr. Nolting, for a very fine statement 
expressing the viewpoint of the group you represent. 

I wonder if you would tell us—I believe you said you were expres- 
sing only your own viewpoint. 

Mr. Norrtne. Yes. 

Mr. Fountarn. But you do represent what organization ? 

Mr. Nourtne. The International City Managers’ Association, with 
which I have been connected for over 25 years. I have been interested 
in problems of intergovernmental sedis for about 30 years, 
but we have as a professional organization never taken any stand, as 
I said in my statement, for or against legislative proposals. 

We are interested mainly in the administration of public services, 
and we prefer that organizations like the American Municipal As- 
sociation, which represents all cities regardless of the form of gov- 
ernment, should express the municipal point of view on matters of 
policy. 

Mr. Founrarn. For the record I wonder if you would tell us a little 
bit more about your organization, how it operates and so forth? 

Mr. Nourtne. There are 1,500 cities and 15 counties, which have the 
council-manager plan which provides for a chief administrator ap- 
pointed by the governing body. The membership in our association 
is an individual membership. It is not a membership of the city 
government as such, so that it is a professional organization whose 
program and policies are determined by the governing board of 15 
managers who are elected by the membership. We publish the Mu- 
nicipal Year Book which includes all cities, a monthly journal, Public 
Management, and a semimonthly newsletter. We hold an annual con- 
ference and publish many special reports on the administration of 
municipal activities. 

Mr. Founratn. In other words, your group represents the public 
officials who in their individual capacities really run the towns, from 
a business standpoint ? 

Mr. Nouttnc. They run the towns to the extent that they make 
recommendations to the city councils on any matter that comes before 
the city government with or without the council asking for recom- 
mendations. They are the chief administrative officers of the munici- 
pality or county appointed by the governing body. 

Mr. Fountarn. My experience and observation has been that the 
city managers are the ones who really manage the affairs of their 
respective towns. 

Mr. Nottrne. That is what they are hired for. 

Mr. Founrary. And they depend upon the city council to set 
policies. 

Mr. Nourine. That is right. That is why I would be hesitant in 
answering or commenting on some of the supplementary list of ques- 
tions you “have here, because I would not be speaking for the associa- 
tion, and I could not speak for it because we do not take stands on 
matters of policies. 
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Mr. Fountarn. In other words, you haven't taken a stand on the 
question of Federal grants-in-aid ? 

Mr. Noxtine. No. 

Mr. Founrarn. As to whether or not the Federal Government 
should make certain grants or participate on a partnership basis in 
others ? 

Mr. Nourine. The city managers through the city councils, the 
mayor and council, and through their membership in the American 
Municipal Association take stands on matters of policies. 

Mr. Fountarn. But you are interested in all of those aspects of 
intergovernmental relations which will improve the administrative 
efficiency and operations of the municipalities ? 

Mr. Nortine. Yes, that is our main concern. 

Mr. Founratn. What do you see as the advantages and also the 
disadvantages of various plans now in operation for reducing dupli- 

cation between < county and municipal services? I am thinking of 
such organizational approaches as the Dade County, Fla., plan which 
you probably heard mentioned this morning, the use of coterminus 
boundaries as in Philadelphia, city -county ‘integration as in San 
Francisco and Denver, and the Virginia plan where cities of certain 
size become independent islands. 

Would you comment on each of these approaches or plans? 

Mr. Nottrnc. Dade County has taken a step that is being watched 
all through the country. The governing board there has appointed 
one of the best city managers in the country recently to be the county 
manager. 

Dade County has 26 municipalities, including Miami, most of 
which have city managers. The county may set up minimum stand- 
ards for city services and operations, and it may take over any munic- 
ipal functions which fail to come up to such standards. Any city, 
however, may operate at as high a standard as its citizens desire. 

This is something new in the United States and metropolitan areas 
around the country are going to watch it. 

Studies are under way in St. Louis, Cleveland, Sacramento, and 
Houston to discover better metropolitan area organization and admin- 
istration of services, In the next 5 or 10 vears we will see a consid- 
erable development toward a better organization for administering 
public services in mnetecpeli in areas. If the Federal grants-in-aid 
programs could be used to encourage that sort of thing, I think it 
would be desirable. 

As Mavor re said this morning, the cities and metropolitan 
areas are handicapped because they do not have the permissive legis- 
lation to enable them to attack this problem. In Florida they had 
to amend the State constitution to enable Dade County to adopt a 
home-rule charter providing for a different governmental setup. That 
is the situation we face in many other States. 

Mr. Fountain. I might say your suggestion here under paragraph 
7—recommending expanding functions of the intergovernmental rela- 
tions office in the Executive Office of the President to serve as a 
clearinghouse of information so that State and local governmental 
officials would have a place to come and present their problems—is 
a thought which is receiving a lot of study. We wrote to Governor 
Pyle, who is deputy assistant to the President for intergovernmental 
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relations, earlier this year suggesting establishment of a central 
clearinghouse for research data in this field. Since that time we 
have been thinking, also, about a central clearinghouse so that local 
governmental officials throughout America would have a place where 
they could come, and at least have someone who could sit down and 
discuss their problems with them intelligently. 

Mr. Noutt1ne. These suggestions I have made along that line reflect 
the questions we get at headquarters from city managers, “When I 
go to Washington who do I see about this?” It is very confusing 
for local officials to maintain contacts, and this would certainly help 
a great deal. 

Mr. Founrarn. I have in mind a clearinghouse that would enable 
the people who have problems of intergovernmental relations to have 
someone to whom they can go and talk. 

Of course, as Mr. Kestnbaum said yesterday, Government is neces- 
sarily big because America is big and our operations are getting 
larger. But it has gotten so big that people just don’t know who to 
go to see and how to get there. 

Mr. Notrine. That is right. 

Mr. Fountain. My experience in Congress has been that there 
aren’t very many Federal agencies that are anxious to help people 
find out who they should see. 

Mr. Nottrnc. You asked me a question about the Virginia plan 
and some other plans, 

There has been a lot of interest in the Virginia plan, but here again 
the State constitutions would have to be amended to separate the 
county from the city. It doesn’t really offer a solution to the problem 
in the metropolitan area. It is more complicated than that. 

Mr. Founrar. In other words, the situation is so grave that some- 
thing will have to be done. 

Mr. Nottie. That is right, and it may be that the Dade County 
plan may not be suitable in Sacramento or in Cleveland. Maybe dif- 
ferent approaches will be worked out in different States. 

Mr. Founrary. Do you see any need for or advantage in a study of 
metropolitan problems by the Federal Government ¢ 

Mr. Nourtne. I think one of the big advantages would be that it 
would focus attention on an important national problem. I think it 
would be helpful in addition to everything else that is being done, 
to make some study of the problem. If such a study would result in a 
report something like the Kestnbaum report which was generally ac- 
ceptable all around, certainly in municipal circles, I think it would be 
very helpful. 

Mr. Fountrary. How many local public officials do you think have 
taken the time to study the Kestnbaum Commission report ! 

Mr. Noxrine. I don’t know. We had articles on it in our journal, 
and I think they were widely read. 

Mr. Founrarn. I know through your organization you attempt 
to—— 

Mr. Nout1nc. Through our municipal organizations we have all at- 
tempted to inform city officials about it. We have had talks about it 
at State and National meetings. I think they all know about it, but 
may not have read the report. We sent copies of the report to many 
city managers in the larger cities. i 
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Mr. Fountarn. I ask that question because it seems to me funda- 
mental that people who administer these programs and who face these 
problems ought to acquaint themselves with what is taking place. 

Mr. Notting. That ts right. 

Mr. Founrarn. And the ways and means of solving some of these 
problems. 

Mr. Nouttnc. There is no use in making a lot of studies and recom- 
mendations if they aren’t read and used. 

Mr. Fountain. That is right. For instance, the Kestnbaum report 
was dropped in the lap of this subcommittee. We might well have 
pigeonholed it, as frequently happens with a lot of commission re- 
ports. I know in the State legislature in my State, where I served, 
we've had some commissions that spent a lot of money, did a lot of 
work, and rendered valuable service, but when they got through 
nobody seemed to pay much attention to their reports. 

We made up our minds that whether we accomplished anything or 
not we were going to follow through on this Kestnbaum Commission 
report. We think they made some very valuable recommendations 
which should be patiently and carefully considered. 

Mr. Notte. I think you are to be commended for that, because 
otherwise it might just be pigeonholed and filed and this brings it 
out in the open again and brings it to the continuous attention of State 
and local officials, and I think that is the great value of these hearings 
you are having, I espec ‘ially like the idea of your holding regional 
hearings where you can get more publicity and get the views of more 
local officials. 

Mr. Fountarn. If they accomplish nothing more, they certainly will 
focus attention on the pr oblem. 

Mr. Nout1ne. That is right. 

Mr. Founrarn. And serve as an incentive for local officials to become 
better informed, don’t you think? 

Mr. Norttne. Yes, sir. 

Mr. Fountarn. Do you have any suggestions as to how the Con- 
gress may help to improve State-municipal relations ? 

Mr. Nourtne. That is a big question. I would hardly know how 
to answer that. I think the orant- in-aid programs that are now being 
conducted will be very difficult to change or to hand them back to the 
States because the cities want the direct contact with Federal agencies 

rather than through the States. 

Until the States can, as Mayor Zeidler said, assure the cities that 
they are able and willing to handle some of these programs, the Fed- 
eral Government should not turn them over. Perhaps housing and 
urban renewal could be handled by the States and the cities, but if the 
Federal Government turned this over to the States the result would be 
that some States would do it and others would not. 

Now, if there is some way that the Federal Government can stay in 
the picture with some financial responsibility where they can set up 
standards, perhaps the States could take over some of the grants and 
make it a strictly Federal-State-local responsibility on financing, as 
in the case of the city-county health units. The Federal Government 
would stay in the picture and encourage the States to do something 
through the financial grants and through the control that comes with 
that, through inspection and requirements of meeting certain stand- 
ards. 
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Just how that can be done I do not know, but that, I think, is a 
possibility which would help make a national program in some fields. 
There is no way in our Federal system that the Federal Government 
can really force or coerce the States into doing something, unless it is 
through the control that would be possible through grants-in-aid. 

I think we need leadership at the Federal level in looking ahead for 
solutions to national problems. For example, many cities are in a 
serious situation on water supply. The Federal Government is doing 
something on that line, but perhaps it should be doing more in re- 
search and in planning because it is a national problem, it crosses 
over State and local lines. Whether financial aid is needed I don’t 
know. But the water problem certainly would seem to require some 
Federal attention—more than it has been getting. 

Mr. Fountatn. Do you personally feel that the Federal Govern- 
ment hasa responsibility in the field of stream pollution ? 

Mr. Noutrne. I certainly think so. In all these fields I think the 
Federal Government has a direct interest and concern in seeing that 
to some extent a uniform policy is applied throughout the country. 
Stream pollution is a thing that is definitely interstate. Otherwise, 
as I said awhile ago, there would be an uneven policy. If something 
is left to the States, some will act and others will not. Where the 
Federal Government is already in the grant-in-aid field it is going 
to be very difficult to get out. 

At the same time the Federal Government should be careful about 
getting into any new fields. I am not saying that they shouldn’t get 
into school construction, but anything that is started once, the tendene y 
is to keep it up. It may be started as an emergency thing for 4 or 
years, but after the emergency is over, the Federal Government still 
stays in the picture. Itis very difficult to get out. 

Mr. Fountain. That is almost historic, isn’t it ? 

Mr. Noutrnc. That is historic. 

Mr. Fountain. As a matter of fact, the same thing happens in 
States. I know we adopted in my own State—I use that as an example 
because I am familiar with it—the sales tax, allegedly because of an 
emergency, with the understanding that as soon as the emergency was 
lifted the sales tax would be repealed. Well, the emergency never 
seemed to end. At least, the sales tax has never been repealed. Ap- 
parently, our people have become reconciled to it. It is definitely an 
easy way of getting a substantial income. But it was a very hot politi- 
cal issue in my State at the time, and it is a very hot political issue 
nationwide when you start talking about a Federal sales tax. 

Do you know of any programs the Federal Government has gotten 
into, whether on an emergency basis or on the basis of moral obliga- 
tion, national needs or otherw ise, Which it has gotten out of ? 

Mr. Nouttne. I don’t know of any. 

Mr. Fountrarn. Dr. Goldberg suggested appropriations for polio 
vaccine, I believe. 

Mr. Noutine. That is right. 

Mr. Fountatn. I believe there was a refusal at this session of Con- 
gress to initiate legislation for additional funds. I think as a result 
of that, some of the States have gone ahead and appropriated funds 
for polio vaccine for their people, primarily for the indigent. 
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What is your opinion, Mr. Nolting, of the principle of the Federal 
Government working through those States that are willing to partici- 
pate financially in Federal-urban programs and directly with locali- 
ties where the State elects to remain inactive, as is so frequently true / 

Mr. Nouttne. I think that is a good answer. I think that because 
the Federal Government cannot encourage the States through various 
inducements, financially or otherwise, to take action, I don’t see any 
alternative except to do that. 

States like Nevada or Utah have only a few cities, say one or two 
cities that would need Federal assistance for airports. The State 
because of that and because it represents the rural element to a large 
extent, may not take any action to take advantage of Federal aid or 
to pass necessary legislation, as has happened in some cases, so that 
the cities could take advantage of that. In those cases, as far as city 
officials are concerned, they want that direct contact. Otherwise, they 
do not get aid they need while cities in another State will have that 
contact and will have that assistance. They should have direct con- 
tact with the Federal Government, I think. 

Mr. Founrarn. They should / 

Mr. Nourtne. As long as the Federal Government cannot force the 
States to do something, then I think the Federal Government should 
have direct contact. 

Mr. Fountain. Did you say as long as the Federal Government 
cannot force the States to do something / 

Mr. Nourrne. Yes; if the Federal Government cannot force the 
States. As far as city officials are concerned, if the cities had more 
freedom they could solve more of their problems. On the Continent 
cities can do anything that a private individual can do, so some cities 
have set up savings banks, for example. It isn’t like our system 
where cities can do only the things that the State government gives 
them the explicit and direct authority or power to do. 

Mr. Founrarn. Municipalities are creatures of the State. 

Mr. Nourine. Creatures of the State. 

Mr. Founrarn. Do you envision any dangers arising out of direct 
negotiations and contact between municipalities and the Federal 
Government without going through State channels? 

Mr. Norrinc. Certainly, yes. I think the State officials in many 
cases wouldn't like it, and maybe in other cases they wouldn’t ¢ are. 

Mr. Founratx. Do you think it makes the State officials more in- 
different to the needs and problems of municipalities where the 
municipal officials deal directly with the Federal Government ? 

Mr. Noutinc. No; it might act the other way, I think. It is hard 
tosay. It might act ina way that might encourage the States to do 
something so that they would be in the middle, I don’t know. Maybe 
it wouldn't. 

Mr. Fountain. Probably, it all depends on what it is. 

Mr. Nortine. Yes. 

Mr. Founrarn. If it is money it appears that the States are just as 
happy to get it from the Federal Government as anywhere else, 

Mr. Nourixe. If there is any money that goes to the cities, the 
States want it to go through the State agency. 

Mr. Founrarn. Particularly as long as they don’t have to raise 
taxes at the State level. 
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Mr. Noxrtine. That is right. 

Mr. Fountain. That is probably the reason for many of these 
problems. ' 

You’re next, Mrs. Dwyer. 

Mrs. Dwyer. No questions, 

Mr. Founrarn. Mr. May. 

Mr. May. No questions. 

Mr. Founratn. Thank you very much, Mr. Nolting. You have 
been helpful to us. 

Mr. Notrtne. Thank you, sir. 

Mr. Fountarn. Mr. Patrick Healy, Jr., representing the American 
Municipal Association. We are mighty glad to have you with us, 
Mr. Healy. I believe you were in North Carolina not long ago, en- 
gaged in a similar capacity; were you not? 


STATEMENT OF PATRICK HEALY, JR., EXECUTIVE DIRECTOR, 
AMERICAN MUNICIPAL ASSOCIATION 


Mr. Heaty. That is right. I was the executive director of the 
North Carolina League of Municipalities from 1934 to 1942. 

Mr. Fountain. When I saw you seated there this morning, your 
face looked very familiar to me before I recognized you. 

Mr. Heaty. It is a real privilege to be here, Mr. Chairman. I 
appreciate the invitation. 

Mr. Founrarn. Thank you. We will be very glad to hear from you 
at this time. 

Mr. Heary. I am Patrick Healy, Jr., executive director of the 
American Municipal Association. This is a voluntary association of 
cities and State leagues of municipalities, representing a total mem- 
bership of 12,530 incorporated municipal governments in 46 States, 
Alaska, Puerto Rico, and the District of Columbia. Our headquarters 
are here in Washington, and we maintain a branch office at 1313 East 
60th Street, Chicago, for research and technical service. 

I have held this position for slightly more than 3.years. Before that, 
I was chairman of the Utah State Tax Commission for nearly 414 
years, and was engaged in private business in the State of Utah fol- 
lowing a period of 4 years’ active duty with the United States Navy 
during World War II. Before the war, I was executive director of 
the North Carolina League of Municipalities for 8 years, and before 
that I was field representative for the League of Virginia 
Municipalities. 

It is appropriate that these hearings should be held about the same 
time that a so-called Federal-State task force has been appointed by 
the President and by the governors’ conference to examine Federal- 
State relationships and make recommendations as to proper govern- 
mental functions and division of revenue sources. 

Agitation for fiscal readjustment between the components of the Federal 
system is neither recent nor novel. It recurs with every significant expansion 
in governmental activity and, in one form or another, has been a continuing 
problem since the formation of the Republic. 

That statement appears on page 91 of the report of the Commission 
on Intergovernmental Relations. An even more significant state- 
ment appears on page 102: 

* * * much of the present concern over intergovernmental relations stems 
from the fiscal difficulties of local, as distinguished from State, governments. 
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We sincerely hope that your subcommittee, as well as the Federal- 
State task force, will arrive at the same conclusion; namely, that the 
real difficulties in intergovernmental relations today are the fiscal 
difficulties of local governments, as distinguished from State govern- 
ments. 

The reasons for these local government fiscal difficulties are very 
effectively described by the Commission on Intergovernmental Rela- 
tions as being due to self-imposed restrictions of States through State 
constitutions, statutes, and practices which limit their ability to 
render State aid to local governments, and also to the limitations on 
the actions of local government by State controls. 

These self-imposed restrictions at the State level and State con- 
trols on local government, in my personal opinion, will never be re- 
moved to permit discontinuance of Federal-aid programs. The two 
basic reasons for that statement are, first, the interstate and inter- 
community competition which limits the taxing freedom of State and 
local governments, and, second, the unwillingness of State legisla- 
tures to provide solutions to the problem of urban governments and 
metropolitan areas. The result will be an increase in demand for 
direct Federal-local relationships and Federal grants-in-aid. 

The big domestic problems of government today are the result of 
the urbanization of the United States. While the Commission strongly 
suggests that reapportionment of the State legislatures to reflect 
fair representation of urban population will largely solve the legisla- 
tive neglect of urban problems, it is our observation, based on actual 
experience of the State leagues of municipalities, that reapportion- 
ment is definitely not the cure-all for urban ills at the State level. 

In fact, in many States the cities appear to get a more favorable 
consideration of their problems from legislators residing in small 
towns and rural areas than they do from some living in larger cities. 
In other States, however, reapportionment would be a. distinct ad- 
vantage in helping to solve urban problems.. In either case, however, 
reapportionment would provide only a partial solution. 

In my personal opinion, a more realistic approach would be to pro- 
vide for Rate Ue of equal paamperiice to national legislators, 
being paid adequate salaries to work full time at the job in annual 
sessions with adequate personal staffs and adequate committee staffs. 

Now, to turn to the specific questions presented by your subcom- 
mittee : 

1. (a) What is your appraisal of the impact to date of the recom- 
mendations of the Commission on Intergovernmental Relations (the 
Kestnbaum Commission) on: (1) The Congress, (2) the executive 
branch of the Federal Government, (3) the State legislatures, and (4) 
the executive branch of State governments? 

To date, we do not believe that the recommendations of the Com- 
mission on Intergovernmental Relations have had any significant im- 
pact on the Congress of the United States. 

We have the feeling that the lack of congressional activity in this 
area has been due largely to the fact that any substantive action on 
the report depends on collateral activity on the part of the State gov- 
ernments themselves. 

The lack of a broad objective and comprehensive plan for imple- 
mentation of the Commission’s recommendations has, we believe, 
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rightfully deterred the Congress from acting unilaterally to achieve 
the broad goals set forth by the Commission. 

We have the impression that the Commission’s recommendations 
have made a slightly greater impression on the executive branch of 
the Federal Government. This is evidenced by the fact that the 
President has seen fit to set up a special assistant in the Executive 
Office of the President to serve as the President’s chief aid and ad- 
viser on State and local relationships. The President’s recent speech 
before the governors’ conference seems to provide additional evidence 
that the executive branch is seriously interested in achieving some 
of the recommendations of the Commission on Intergovernmental 
Relations. 

The failure of the Executive or the Congress to offer even a mod- 
est payments-in-lieu-of-taxes program is an example of the lack of 
impact of the Kestnbaum Commission recommendations. 

With regard to the impact on the several State legislatures and 
the executive branches of the State governments, our general impres- 
sion is that the recommendations of the Commission on Intergovern- 
mental Relations have not significantly stirred State governments into 
action along the various lines suggested by the Commission’s re port. 

(6) Do you generally favor implementation of the Commission's 
recommendations / 

The American Municipal Association has endorsed the guiding 
philosophy of government of the Kestnbaum Commission on Inter- 
governmental Relations which states that we should— 
leave to private initiative all the functions that citizens can perform privately ; 
use the level of government closest to the community for all public functions it 
can handle: utilize cooperative intergovernmental arrangements where appro- 
priate to attain economical performance and popular approval; reserve national 
action for residual participation where State and local governments are not fully 
adequate, and for the continuing responsibilities that only the National Gov- 
ernment can undertake. 

In favoring the broad implementation of the committee’s recom- 
mendations, we would, however, like to point out that this stand does 
not necessarily mean unqualified endorsement of all of the recom- 
mendations contained in the Commission’s report. Rather, we feel 
that coordinated efforts on the part of the Federal, State, and local 
governments to achieve implementation will probably result in some 
revision of the desirability and effectiveness of the recommendations 
themselves. Only an attempt at a practical adaptation of the prin- 
ciples of government and federalism contained in the report. will dis- 
close the actual value of it as a theoretical framework within which 
to plan on a continuing basis. 

(c) If yes, what approaches can you suggest for achieving better 
followthrough on commission recommendations ? 

In order to achieve better followthrough on Commission recom- 
mendations, this association in 1954, recommended that a— 
permanent national commission on all phases of Federal, State, and local re- 
lationships be created. The commission should be created pursuant to an act 
of Congress. The members should be true representatives of each level of gov- 
ernment. The commission should have the type of membership which will 
give it the greatest possible national prestige. In a federal government the 
most difficult questions arise between the types of government. Some clari- 


fication is necessary. It can be accomplished best by a national commission on 
Federal, State, and local government relations. Few activities are more urgent 
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or more important as a means of proving that a democratic federal government 
can Work effectively and harmoniously. 

You might say that the Kestnbaum Commission was the answer to 
this recommendation, but what we mean here is a continuing 
commission. 

(d) Are you opposed to any specific recommendations of the 
Commission ¢ 

While we do not oppose any specific recommendations of the Com- 
mission, we do feel that entirely too much stress was placed in the 
report on maintaining a chain of command through the States for 
all Federal aid or grant programs. We do feel that there is con- 
siderable merit to a direct Federal-local, that is city, relationship, 
und we are, by and large, satisfied with this relationship on the basis 
of going F eder al-aid programs. 

Without going into specifics, we do not see the need for the inter- 
posing of State governments between existing Federal-local rela- 
tionships for programs such as airport construction, urban renewal, 
and so forth. We should like to point out that nominal State con- 
trol is established over all of these programs by way of State en- 
abling legislation which permits the city to take advantage of Federal 
assistance programs, 

W ithout such State enabling legislation, no city may take or re- 
ceive Federal assistance unless, of course, the State has permitted the 
community sufficient home rule to accept Federal aid without specific 
State enabling legislation. 

As a second area of mild opposition to the general conclusions of 
the report, we feel that the Commission, in concentrating on the goal 
of governmental decentralization, neglected to emphasize the im- 
portance of continuing certain vital, ‘Federal programs with vigor 
until such time as State and local governments are willing, able and 
prepared to take them over—specifically airports, urban renewal, 
and water pollution control. 

2. (a) Do you agree or disagree with the view that the growth of 
Federal programs in fields traditionally considered State esponsi- 
bilities has been due in large measure to the failure of the St: ites to 
meet pressing public needs? Please explain? 

We must agree in a large part with the view that the growth of 
Federal programs in fields traditionally considered State responsi- 
bilities has been due in large measure to the failure of the States to 
meet pressing public needs. 

As the report itself points out, many of our States have built in 
constitutional limitations which by their very nature prevent the 
State from engaging in extensive aid programs demanded by the 
public. 

The report also makes reference to State neglect of the reapportion- 
ment problem and, while we agree that this may be an important 
reason for its neglect of urban. problems in some States, we do not 
feel that re apportionment per se constitutes one of the major reasons 
the States have neglected to handle problems developing in our urban 
areas. 

The report also points out the need for more flexibility in legislative 
matters on the part of State governments, and we would concur in 
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their general conclusions as to the inadequacies of many State con- 
stitutions. 

Again, we would certainly agree with the Commission’s conclusion 
that few States have an adequate executive branch headed by a gov- 
ernor who can be held generally accountable for executing and ad- 
ministering the laws of the States. We believe it of fundamental 
importance that responsibility for State functions should be focused 
on the executive in order to achieve a unity of command and con- 
sistency of action within the State administration. 

(6) If you agree with this view, what are the barriers to effective 
and responsive State government and how can they be removed ? 

Probably the principal barrier to effective and responsive State 
government is the State legislature itself. Since State legislators 
are traditionally stormed by all manner of pressure groups and more 
frequently than not respond to such pressures, maintenance of the 
status quo becomes the rule. 

Certainly, considerably more needs to be done in selling the voter 
on the virtues of god, effectiv e, and responsive State gover nment. An 
educational program of large size and long duration will certainly 
be needed if we are to ever get the average voter interested enough in 
his State government to want to do something about improving it. 

3. In relation to existing Federal grant-in-aid programs, is the 
orincipal of sharing administrative responsibility with State and 
found governments sound, or is allocation of complete responsibility 
for a program to a single level of government preferable? 

We take the position that the allocation of complete responsibility 
for a program to a single level of government is frequently prefer- 
able to sharing responsibility with the State and local government. 
As was pointed out above, local participation in Federal-aid pro- 

grams is contingent upon the State passing the necessary enabling 
egislation. Through this sort of legislation the State retains all 
the control it needs to assure itself that the program is being handled 
properly by the local governments. 

The interposition of a State administrative agency, say in the case 
of the urban renewal program, would serve no useful purpose. This 
is especially true in those States where only 1 or 2 large metropolitan 
areas exist and are interested in participating in the program. Add- 
ing a State administrative unit would tend to slow down the progress 
of the program, inasmuch as it would require an additional way 
station in the processing of the activity and would certainly add 
unjustified administrative cost to the entire operation. 

4. If Federal grants were discontinued with the simultaneous dis- 
continuance of an equal amount of Federal taxation (by vacating 
certain tax fields or reducing tax rates), would the States be able 
and willing to raise sufficient revenues to support the existing federally 
aided programs ? 

We do not believe that, if Federal grants were discontinued, with 
the simultaneous discontinuance of an equal amount of Feder al taxa- 
tion, all of the States would be able or willing to raise sufficient 
revenues to support existing Federal aid programs. 

In our opinion, Federal relinquishment of tax fields or reductions 
in tax rates applied across the board to all States would at best get 
a very limited response. It seems clear that in areas such as urban 
renewal, housing, airports, pollution control, etc., the national in- 
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terest would hardly be served unless the Federal Government were 
completely assured that a large proportion of States involved would 
assume these functions and carry them out effectively and vigorously. 
The Federal Government cannot, under any cire eaiatarene ‘afford to 
relinquish programs vital to the future of the Nation unless and 
until it is completely assured that the State governments are ready 
and willing and completely able to assume the responsibilities for 
7~! programs. 

. Which, if any, of the present grant programs would you like to 
see completely a State (and/or local) responsibility in exchange for 
enlarged taxing capacity / 

We know of no existing present grant program of specific value 
and interest to munic ipalities which we would like to see completely 
a State responsibility in exchange for enlarged taxing capacity. 

6. If you favor exclusive State responsibility for some grant pro- 
grams, which tax areas, or portions thereof, now occupied by the 
Federal Government should be relinquished to the States? 

The answer to No. 5 is “No,” and so we have no answer to No. 6. 
7. Ave there any existing programs that the States might terminate 
if the Federal Government were to stop making grants and vacate 
certain tax fields? 

Certain existing programs would be terminated in most States if 
the Federal Government were to stop making grants even though it 

vacated certain tax fields. It is extremely unlikely, for example, 
that the acceleration of control of water pollution by the present 
program of Federal grants to municipalities for construction of 
sewage-disposal plants “would be continued. Neither is it likely that 
States would participate with cities in construction and improvement 
of airports, and there would be little likelihood of continuing the 
development of a national airport plan. 

The highway program weal probably be seriously jeopardized, 
and it is certainly doubtful that the goal of an interstate system in- 
cluding urban connections would ever r be achieved. 

Urban renewal would come to a complete halt. This is true simply 
because the abandonment of any tax area by the Federal Government 

cannot be correlated with the initiation or continuance of any specific 
funahionsll program on the part of the State. 

The national interest and the public interest would suffer if the 
Federal Government were arbitrarily to abandon any program in 
which it is now engaged, this in spite of the fact that it might at the 
same time vacate compensatory tax fields, 

(a) If Federal grants now made directly to local governments 
were terminated (e. g., slum clearance and urban renewal, public 
housing, airport construction), would State governments be likely 
to assume any additional responsibility for these activities? 

In our opinion there is no question that it would be extremely 
unlikely for the State governments to assume any additional respon- 
sibility for slum clearance and urban renewal, public housing, airport 
construction, etc., if the Federal grants now made directly to local 
governments were terminated by the Federal Government. 

(6) Could the municipalities finance these programs alone from 
local revenue sources now available to them? If not, is it likely that 
cities would be offered either State aid or enlarged taxing powers to 
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continue these activities in the event that Federal grants as well as 
some Federal taxes are discontinued ¢ 

Municipal governments could not finance these programs alone from 
local revenue sources now available to them. Further, we do not 
believe that the localities have any untapped sources of income to 
take up the slack which would be created by Federal abandonment. 

We seriously doubt that the cities would be offered either State 
aid or enlarged taxing powers to continue these activities in the event 
the Federal Government compensates the discontinuance of the grant 
program by relinquishing some of its taxing powers. 

The pace at which municipal expenditures are rising and the fre- 
quency with which the bond market is being resorted to demonstrate 
that cities are making bold efforts to settle their financial needs with- 
out recourse to aid from the States or the Federal Government. Cer- 
tain city projects are of such a massive nature and so interlocked 
with national interests that they defy settlement solely by local means. 

9. (a) Would you favor some type of tax-sharing arrangement 
whereby the Federal Government would continue to occupy the 
major tax fields but turn back to the States some percentage of col- 
lections for general governmental purpose ? 

(6) If such an arrangement were adopted, should the payment 
to each State be made strictly in accordance with Federal tax collec- 
tions within that State or should State fiscal need be taken into 
account ¢ 

(c) As a practical matter, do you believe that all or most Federal 
tax collections can be equitably allocated to their State of origin / 
Please explain. 

In the absence of specific national municipal policy, we are inclined 
to go along with the conclusions of the Commission on the matter of 
tax-sharing arrangements. 

We agree with the Commission that if a system of direct subsidies 
were developed there would be little assurance that the funds would 
be used to meet all the needs thought necessary in the national interest. 
Such a program would not preclude other pressures for national 
programs for specific objectives. 

The result would probably be, as the committee points out— 

a piling of conditional grants on top of subsidies * * *, or enlargement of the 
field of direct national provision of services, or both. 

We believe that Federal leadership in these programs is manda- 
tory if States and localities are to take an active role in their accom- 
plishment. We further believe that the focusing of the vast re- 
sources and skills of the Federal Government on specific problem 
areas makes an aid program based strictly on functional lines the 
most desirable one. It is the responsibility of the Federal Govern- 
ment to stimulate, to set performance standards, to provide financial 
assistance, and to evaluate, leaving the carrying out of a program to 
State and local government. 

We welcome the kind of analysis and study the Commission has 
carried out as a timely and necessary reevaluation of the effectiveness 
of the various levels in our governmental system. However, while 
we judge the Commission’s published report as an exemplary piece 
of work, we do not fully share its apparent view that existing Fed- 
eral grant and aid programs have in some way tended to vitiate the 
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Nation’s democratic processes. Neither do we feel that the existence 
of such programs poses any threat to those democratic processes, nor 
do they in our opinion jeopardize the future stability of our Federal 
system. 

As representatives of the Nation’s cities, those units of government 
closest to the people themselves, we share the view expressed in the 
Federalist Paper No. 46 (attributed to Madison) published in the 
New York Packet on Tuesday, January 29, 1788, and feel it would 
be appropriate to close this statement with a quote from that paper: 

The Federal and State Governments are in fact but different agents and 
trustees of the people, constituted with different powers, and designed for dif- 
ferent purposes. The adversaries of the Constitution seem to have lost sight 
of the people altogether in their reasonings on this subject; and to have viewed 
these different establishments, not only as mutual rivals and enemies, but as 
uncontrolled by any common superior in their efforts to usurp the authorities 
of each other. These gentlemen must here be reminded of their error. They 
must be told that the ultimate authority, wherever the derivative may be found, 
resides in the people alone, and that it will not depend merely on the com- 
parative ambition or address of the different governments, whether either, or 
which of them, will be able to enlarge its sphere of jurisdiction at the expense 
of the other. Truth, no less than decency, requires that the event in every 
case should be supposed to depend on the sentiments and sanction of their com- 
mon constitutents. 

Thank you very much, Mr. Chairman. 

Mr. Fountain. Thank you, Mr. Healy, for an excellent statement. 

Mrs. Dwyer. 

Mrs. Dwyer. Yes, Mr. Chairman. I was quite interested in what 
you had to say, sir, on sewage-disposal plants and water pollution 
being a national problem. Why, then, do municipalities on a State 
level fight air pollution even on a State level and Gains it is a munici- 
pal problem when pollution of air knows no boundary lines? Why 
is their position so different in that field? For instance, the State 
league of municipalities in the State of New Jersey opposed a provi- 
sion or proposal by the State legislature that we have State laws on 
air pollution. 

The league of municipalities opposed that, and said it was a munici 
pal prob lem. I mean I can see a similarity between water pollution 
and air pollution. 

Mr. Heaty. I am not prepared to answer why the people of New 
Jersey took that position. I do know that in other States it is con- 
sidered a State problem and an interstate problem. In California, 
for example, where the problem is particularly acute in some areas, 
they have asked for expanded Federal research into air-pollution con- 
trol, and they welcome some outside assistance. 

Mrs. Dwyer. Would your association, then, feel that it now is a 
Federal problem rather than a State problem? I mean have you 
ti — n any position on that as you have on water pollution of stre ams 2 

. Hearty. Yes; we have. I can’t put my finger on it right now, 
de’ we have asked for the Federal Government to continue the pol- 
icies of Federal responsibility for research and technical services, 
financial assistance to States and municipalities, and enforcement of 
interstate pollution controls. 

Mrs. Dwyer. Sir, were you interested at all in the first interstate pact 
that was made on the study of air pollution between New York and 
New Jersey? 


Mr. Hearty. No; we did not participate in that. 
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Mrs. Dwyer. Your league was opposed to it, actually, in both States. 
Mr. Heaty. I see. 

Mrs. Dwyer. That is why I wondered, on your water pollution, 
how far you have come along in any thing on air pollution as well as 
water pollution. 

Mr. Hearty. Our position so far has been mainly to recommend Fed- 
eral participation in research and technical assistance in air pollu- 
tion, but, in the case of water pollution, we have gone further and 
recommended, and the Congress has seen fit to adopt, the principle of 
Federal aid for construction of sewage-treatment plants. 

Mrs. Dwyer. In the city of Elizabeth, we built our own sewage-dis- 
posal plants, and in the city of Plainfield, which is a much wealthier 
city in my own district, they waited until they got a Federal grant, 
so I am not so sure that that always works on an incentive basis, be- 
cause sometimes towns that are not as financially able go ahead and do 
the jobs that need to be done for the town without waiting for Federal 
grants. 

There is just one more question I would like to ask. Do you agree 
with the mayor who was here this morning from Milwaukee that the 
Federal Government is in a better position as it concerns collecting 
taxes; that it is in a financially better position than the States to do 
the job of civil defense? For instance, he also mentioned school con- 
struction. 

Would you agree with that, when we know that the Federal debt 
today is almost $274 billion and the money really comes from the 
States, plus the fact that in school construction it was. I think, 
brought out that actually there are only 7 States that were in real 
need of moneys for school construction? That is an involved ques- 
tion. Do you follow my reasoning? 

Mr. Beary. I think I see what you are getting at. Our American 
Municipal Association has taken no stand on the matter of Federal 
aid for school construction, but I think Mayor Zeidler this morning, 
in referring to the superior ability of the Federal Government’s tax 
resources, was referring to the interstate character of industry today: 

the fact that a corporation, while it might be located with its home 
office in a State that has extrafavorable laws, has farflung operations 
throughout the country or over several States, and that the individual 
States left to obtain tax revenues from those corporations are not 
likely to achieve the same success that the Federal Government can. 

I think that is more what he was referring to, and, as a former 
State taxman myself, I can agree with that; that it is in that 
field of taxation the Federal Government has more resources, is better 
able to finance government than the States are. 

Mrs. Dwyer. Do you feel it is because the Federal Government has 
grabbed those resources from the States, where they rightfully be- 
longed 2 

Mr. Heary. Well, not entirely. I think, as I pointed out in this 
testimony, that you have a situation of interstate competition, too, 
and, whereas a State may find that it is very desirable to undertake 
certain governmental services, it may not be willing to finance those 
services by imposing taxes which they feel might discourage industry 
from locating in that State, and you have got that continuing process 
going on to discourage States from assuming their obligations to the 
public. 
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Mrs. Dwyer. In other words, what you are saying is it is to the bene- 
fit of the States to allow the Federal Government to do urban develop- 
ment and slum clearance and sewage-disposal plants and civilian de- 
fense because on a State level their renpouidibility) is to keep their 
tax rate down low enough to keep industry within the State and 
keep the people on the local level happy by thinking their tax rate 
is not high. Are the States not keeping it low by going to the Fed- 
eral Government, which is so far away that the people don’t realize 
what the taxes really are ? 

Mr. Heary. Well, you can apply that same line of reasoning within 
the State in State aid for school districts, for example. You could 
say, well, let each school district raise its own money, so the people 
in that district will know what they are paying for. But they don’t 
do that. Most States now have State aid for schools, and in some 
cases they have State aid for other activities of local government. 

I don’t think it is an attempt to try to fool the people into thinking 
they are getting something for nothing. I think it is an equalization 
program and recognizing the fact that the State is better able to raise 
revenue than the local school district is, 

Mrs. Dwyer. In other words, then your philosophy would be, or 
would it be—correct me if I am wrong—that the equalization such 
as we have on the State school aid formula would carry on in the 
Federal Govertiment for other programs as well that equalize the 
48 States on moneys going into the States for urban clearance, and 
so forth. 

Mr. Heary. I am not advocating it as a means of an equalization 
program that the Federal Government continue to participate in 
urban renewal. We advocate that as a means of stimulating urban 
renewal, as a means of providing Federal leadership which, inei- 
dentally, results in about $5 of private capital being spent for every 
$1 of Government money. It is a terrific program to stimulate private 
initiative and private action in rebuilding the cities. 

For example, in your State of Connecticut, Congressman May, 
New Haven has taken the leadership in this program. This is a 
stimulating type of action that Federal aid results in. 

Also it is a financial participation that we feel would not be there 
if the cities had to do it alone or if they had to depend on State gov- 
ernments. 

We are not suggesting that it is an equalization program. It is 
just the fiscal facts of life in local government. 

Mrs. Dwyer. I agree with you on the air program that it has been 
a very fine thing for the cities of America. 1 was trying to draw 
you out what your philosophy was as far as your association is con- 
cerned. 

Thank you all, Mr. Chairman. 

Mr. Fountary. Mr. May. 

Mr. May. I would like to compliment Mr. Healy on his statement 
and to perhaps get at the solution to these problems, as I tried to do 
~arlier today. 

You say that a lot of your answers to the problem lie in better 
State legislatures, legislators, more pay, but you have to sell the voters 
on the virtues of good State government, effectiveness and responsive- 
ness of the State government. 
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Does your association have any promotional ideas or plans to help 
do that in the various States as a group? 

I know in Connecticut they raised the pay, I think $100, of the 
legislators last time. But next door in Massachusetts they work a 
little longer and they get paid five times as much. There is a great 
conflict going on in Iowa right now. Perhaps your association is 
doing something about it throughout the country. 

Mr. Heary. We are not. This is just a personal opinion of mine, 
as I pointed out here. The association has not undertaken any pro- 
gram to improve, you might say, the caliber of State legislatures. 

Mr. May. That might ‘be a little difficult. As I look at it, as the 
two former legislators mentioned this morning, they recognized the 
problem when they were there. We need everybody in the act. 

Mr. Fountain. That puts yourself in the position of trying to im- 
prove your bosses and their operations; doesn’t it / 

Mr. Hearty. That is right. 

Mr. May. Along with the chamber of commerce this morning— 
maybe they are able to get into more areas than you—it seems to me 
we are going to need the support of all kinds of organizations and 
associations in the country to get some conclusions that will be 
implemented. 

Mr. Heary. I think our association will give some study to this 
problem. We discussed it very informally among some of the repre- 
sentatives of the leagues of municipalities this last week and there is 
quite a bit of interest in this. 

When I see both the State legislatures and the Congress in opera- 
tion, what appeals to me is what a comparison there is; Congress does 
such a terrific job in the consideration and the passing of legisl: ation 
that I do not know why the same kind of a job cannot be done at the 
State level. 

Maybe the answer, as I have suggested here, is making it a full- 
time job. Maybe we should have smaller legislatures and make it 
full time, like Congress is, professional legisl: ators with adequate 
staffs and adequate committee staffs and and having a continuing 
session every year. 

City councils do that. They do not have staffs and they are not 
paid, but they are a continuing body that meets once a week year 
around. I do not know why the State legislature has to meet only 
once every 2 years for 60 days. 

Mr. May. It would seem that the great powers they have over the 
local governments and with the inc reased populations and problems 
and the current discussion of the State programs that ought to be 
undertaken perhaps by States that they have a long way to go to 
keep up with the other areas of government. 

Mr. Heary. Yes. 

Mr. May. Something should be done. 

Mr. Heary. That is right. It is going to take quite an educational 
program to ever put anything like that over. People’s first reaction 
is “My God, they are in session too long now. 

Mrs. Dwyer. That is right. 

Mr. Founrain. That is usually the attitude of the governors. 

Mr. Heaty. But actually and seriously the State legislature, I 
think, is the key to the strengthening of this whole State government 
process and local governments, therefore. 
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If the Chamber of Commerce of the United States would take on 
a project like that to improve the legislative processes I think they 
might have a very constructive program. They are the leaders in 
local businesses and to a large extent have a lot of influence on public 
opinion. That is the kind of a program they ought to try to get 
behind instead of arbitrarily wanting to cut out all Federal aid and 
cut out Federal taxes and leave these things to the State. They do 
not stop to consider how the States are going to handle them if they 
have them back again. 

Mr. Fountain. I think we all appreciate the viewpoint of the 
municipalities as expressed by you, Mr. Healy. 

Has your group in any of its meetings ever embarked upon a study 
of the highly controversial question of whether or not the Federal 
Government, by virtue of financial aid in various fields, may ulti- 
mately get such control, and as a result of control, and a continued 
centralization of power in Washington, (because of the inherent 
dangers in too much centralization) lead us into a dictatorship form 
of government 2 

Mr. Hearty. We have not considered it from that particular angle. 

Mr. Founratn. I mention that because as we have these discussions 
on Federal aid programs, the significant arguments—and I know I 
make them myself quite often in some areas—are that Federal aid 
ultimately leads’ to Federal control; that Federal aid and control 
will eventually force local governments and people to rely too largely 
upon that aid; and that, as a result of Federal control, eventually 
everybody will have to look to Washington, now the city of bureauc- 
racies, for a solution to their problems. In fact, the other day we 
were told during the debate on one piece of legislation that the 
Federal Government has approximately 35,000 advisory committees, 
allegedly advising somebody in W ashington as to how they ought 
to operate and w hat they should do. That’s why I asked the question. 
It seems to be the question that worries States-righters, so-called. 
There is no denying the fact that though we may still have some dis- 
tance to go before ‘the situation is precarious, there is merit to such 
contentions. Of course, we in Congress soon learn to appreciate the 
position of those who cannot agree with the viewpoint of the so-called 
States-righters. We also realize that there are ° State responsibilities 
which many times the people in the States are unwilling to accept 
or simply cannot accept because of fiscal difficulties which you have 
described. 

Mr. Heary. Well, our association in 1948 and 1949 and 1950-51 
adopted various statements on home rule, and one of those statements 
adopted in 1949 reads as follows: 





The administration of elections, schools, and police must always remain 
within the control of the States and local governments. Democratic govern- 
ment cannot easily be overthrown by a highly centralized government as long 
as the elections are local, the edueational system under State and local control, 
and the police are primarily under local jurisdiction. Municipal officials pledge 
their efforts to retain control in fact as well as in theory under these three 
important activities. 


A lot of thought went into that statement and reflects our position 
that as long as you retain local control of elections, of education, 


and of polic e, we do not fear centralization and too much power in 
Central Government from Federal aid programs. 
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Mr. Fountatn. So long as you do not have Federal control. 

Mr. Hearty That is right. 

Mr. Fountarn. With Federal control, it is realistically argued, a 
few people controlling the reins of Government and the purse strings 
could do away with elections, the police forces, educational systems 
as we know them, and local authorities; is that not right? 

Mr. Heary. That is right, if they have the police. 

Mr. Founrarn. That is what happened in Germany and in Japan. 
That has been the history of dictatorship—continued centralization 
of power in the hands of a few people, the gradual abolition of the 
rights and privileges of people on the loc al seene and, eventually, 
abolition of the right to vote and various other privileges without 
which a free people + would lose their freedom. 

Mr. Heary. That is right. 

Mr. Founratn. No other questions. 

Thank you very much. 

Mr. Naughton. 

Mr. Naventon. Mr. Healy, you made reference to the Federal- 
State task force that has been appointed by the President and the 
Governors Conference to examine Federal-State relationships. Is 
there any representation on that body of local governments below the 
State level ? 

Mr. Heary. No, sir; there is not at the present time. The task 
force idea was presented to the governors by the President. The 
governors accepted it in a resolution and have appointed, I think, 
10 of their number to their part of it and the President has made 
his appointments, but there is no representative of local government 
on the task force. Our president of the American Municipal As- 
sociation, who is Mayor Ben West of Nashville, Tenn., wrote to the 
president of the Governors Conference on July 11, Governor Wil- 
liam G. Stratton of Illinois, calling attention to the President’s talk 
at Williamsburg and the task force proposal and if you will permit 
me, Mr. Chairman, I might read part of that letter. 

Mr. Fountarn. You may do so. 

Mr. Heaty (reading). 

In addition to pointing out that the needs of the Nation’s citizens are 
glaring evident, the President made it clear “that unless action is prompt and 
effective, urban problems will soon almost defy solution.” 

You will recall that in defining the problem and acknowledging the need for 
prompt and remedial action, the President raised the formidable question as to 
which level of the government—the city, the county, the State or the Federal 
Government—has the basie responsibility to act. He also pointed out that 
if all levels must merge their efforts in order to handle the problem effectively, 
some basis must be established whereby the roles of the specific levels of 
government can be defined. 

In view of the President’s emphasis on urban problems and specific references 
to current Federal programs affecting the Nation’s cities, we assume the work 
of the task force will be directed largely to an analysis of necessary govern- 
mental activities in urban areas. On this basis we feel that participation in 
the task force by persons directly representing municipal interests would prove 
of great value to it in conducting the sort of study the President outlined. 
We are perforce most interested in the task force idea and are anxious to 
participate in its work actively. We should like to have you know that we 
stand ready to provide whatever assistance we can in furthering the efforts of 
the task force to conduct a successful and objective reappraisal of the re- 
sponsibilities and resources of our local, State and Federal Government. 
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By letter dated July 23, Governor Stratton answered our President 
as follows: 


DeAR Mayor West: This will acknowledge your letter of July 11, informing me 
of your interest in the President’s task force proposal. 

I have noted your comments with reference to the many pressing urban prob- 
lems now facing America’s cities and I appreciate your thoughtfulness in calling 
my attention to your desire to actively participate in furthering the work of the 
task force. 

Sincerely, 
WILLIAM G. Stratton, Governor. 

That is typical of the way the cities have been treated. Of course, 
this may just be an acknowledgement. We hope that the Governor’s 
Conference will call some direct representation of cities into their 
deliberations. 

Mr. Fountarn. I was looking for Mr. Michel. I thought he might 
be able to do something about that. 

Mr. Naventon. Mr. Healy, do you know if there is any representa- 
tion of the legislative branch ‘of State government on this task force ? 

Mr. Heary. Well, on the task force itself there is not. They are 
all governors or Federal officials. 

Mr. Naventon. The task force is made up of executive officials 
from the Federal level and the State level. Since their recommenda- 
tions, if they are to achieve any great changes or improvements, 
ultimatley must be passed upon by the legislative branch at the 
State and Federal level, would you have any comment upon whether 
something might be done to achieve closer coordination with the 
legislative branch of government during this study, rather than just 
presenting the results after its conclusion ? 

Mr. Heaty. I would hesitate to suggest how that task force should 
be composed. We have made a suggestion here that urban interests 
be represented. So far we have not made any impression and I doubt 
if we would want to suggest anything else in connection with the 
task force. 

Mr. Navucurton. I was interested in finding out whether you per- 
sonally felt there might be value in achieving better coordination and 
if you had any ideas as to how this might be done? 

Mr. Heary. It would seem that there would be considerable value 
in having representatives of State legislatures in on the ground floor 
of the deliberations of that task force, because as you have pointed 
out, they are the ones that are going to have to pass the laws. My 
observation has been that many times very well meaning governors 
who are men of great stature and broad vision have good ‘ideas which 
they present to State legislatures that are not adopted, and just as a 
matter of practical politics it would seem expedient to bring the 
legislatures into the task force. 

Mr. Naveuton. Would the last comment apply equally at the 
Federal level ? 

Mr. Heaty. I would think so. 

Mr. Naveuton. Just one other thing. 

I think you quoted the philosophy from the Kestnbaum report 
that the level of government closest to the community should be used 
in approaching these problems which need solving. Is it your feel- 
ing that the municipality, which I think you characterized is the 
level of government closest to the community, is presently handicapped 
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in solving these problems by restrictions which have either been im- 
posed by or not removed by the States under which the municipalities 
are organized ? 

Mr. Hearty. What was the last part of that question ? 

Mr. Navucuron. I wanted to know if it was your feeling that the 
municipalities, at the level of government closest to the community, 
have been handicapped, in solving these problems because of restric- 
tions that have either been imposed by the States or have not been 
removed by the States / 


Mr. Heary. Well, actually you mean the Federal programs, Federal- 
aid programs. 

Mr. Navuecuron. Either in connection with Federal-aid programs or 
in solving problems of a general nature. 

Mr. Heaty. We feel, as I pointed out, that the present arrange- 
ments are quite satisfactory in such programs as Federal aid to air- 
ports and urban renewal, where you have a direct Federal-city rela- 
tionship, and that nothing can be gained by i imposing a State ¢ ‘hannel 
there, through which Federal aid must pass. Likewise, on all affairs 
of an urban character, we take the position that the cities are best able 
to administer local programs without interference from the State. 
We have quite a strong home rule statement here that is our guide 
in this policy and if you care to, I would be glad to read it to you or 
put it in the record. 


Mr. Founrary. You may leave it with us and we will be glad to 
include it in the record. 
(The document as referred to is as follows:) 


HoME RULE 


1. The rights of home rule should be extended to all American cities. Within 
the framework of broad constitutional grants and broad statutory grants and 
limitations, the incorporated municipalities should have the right to adopt and 
amend their own charters and to pass all other local laws consistent with their 
powers and not inconsistent with the State constitution and State statutes. The 
basic right of all people in a democratic society is to govern themselves as long 
as they can do so without infringing on the rights of others. The extension of 
home rule would provide a more democratic government in the United States. 
At the same time, greater responsibility would be fixed on those persons most 
directly responsible for the conduct of those affairs in government which most 
directly affect the lives of its citizens. 

We therefore resolve: 

1-1. The people of an incorporated city should have the right to handle their 
own affairs under a constitutional grant of power from the State. Home rule 
would permit cities to amend their own charters by action of the local electors, 
to choose the activities they wish to perform, and to raise their revenue as they 
see fit. They should be free to choose their own form of government, not merely 
to operate a government given them by the State. They should have the right 
to decide for themselves what services they require, without asking State per- 
mission for each new undertaking. They should have authority to raise reve- 
nues from any local sources, without being required to beg for funds to pay for 
the services they need. The municipalities should not be required to support 
State projects, pay for State services, or carry financial burdens imposed on 
them by the State (1948). 

1-2. The principle of municipal independence carries with it the obligation of 
cities to face their own problems, to meet their own responsibilities, to finance 
their own enterprises within the limits of local resources, and consistent with 
practical economic and social factors (1948, 1949, 1950, 1951). 

1-38. Local government in the United States should be autonomous so far as 
practical and consistent with public welfare. While the Federal Government 
and governments of the several States may invoke their broad powers and 
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greater financial resources to make possible some local government services, still 
these powers and finances should be delegated for the purpose of administration 
to the municipal authorities, in a manner consistent with responsible local seif- 
government (1948, 1949, 1950, 1951). 


1-4. The American Municipal Association believes in and will work for effec- 
tive governmental and administrative organization and practices in municipal- 
ities, seeking to preserve the representative character of municipal government, 
and to assure the people a high standard of municipal service, to the end that 
the greatest public benefit may result from the use of public funds. While no 
municipality can have complete autonomy, the cities should have the maximum 
local authority consistent with their position as constituent elements in a sov- 
ereign state (1948, 1949, 1950, 1951). 

1-5. The American Municipal Association maintains that efficient and econo- 
mical municipal government can best be attained if the citizens of cities have 
both the power and the duty to require their chosen representatives to constantly 
seek the best methods of operating municipal activities, without being hamstrung 
either as to organization or financing by arbitrary restrictions in State con- 
stitutions or statutes (1954). 

1—6. The administration of elections, schools, and police must always remain 
within the control of the States and local governments. Democratic government 
cannot easily be overthrown by a highly centralized government as long as the 
elections are local, the educational system under State and local control, and 
the police are primarily under local jurisdiction. Municipal officials pledge their 
efforts to retain control in fact as well as in theory under these three important 
activities (1949). 

1-7. The AMA supports the national franchise and local home rule consistent 
with the provisions of the United States Constitution for the District of 
Columbia (1956). 

Mr. Founrarn. Mr. Healy, you are familiar with the fact that 
in North Carolina we have an Advisory Budget Commission which 
meets very often, takes testimony from State agencies, departments, 
and institutions, and prepares for the signature of the governor, its 
report with recommendations to the State legislature. 

[ think both the chairman of the Appropriations Committees and 
of the Finance Committees of the House and Senate are on that 
(‘ommission. 

[ make that observation as preface to this question. If the sub- 
committee were to seek the viewpoint of the State legislatures, on 
the basis of your experience with them and your knowledge of legis- 
lative organization in the various States, what particular individuals 
sould be the best points of contact for this subeommittee ? 

Mr. Heary. I believe most State legislatures have a committee on 
local government. I would think that the chairman and one or two 
of that committee should be on. 

Mr. Founratn. Are you referring to the local government com- 
mission ? 

Mr. Hearty. No, a committee of the legislature. 

Mr. Foun NTAIN. Is it called the committee on cities and towns in 
any state? 

Mr. Heaty. They have different names for it. That is what I 
mean. Another committee would be the appropriations committee 
chairman. Another one would be the tax-raising committee. 

Mr. Fountarn. And maybe the finance committee ? 

Mr. Heaty. Finance. Finally the chairman of the committee on 
highways. I think those are committees that most city problems 
come before and their chairmen should be pretty well familiar with 
some of the problems. 
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Mr. Founrarn. Of course, the chairmen of the appropriations 
committees could serve in a useful capacity for both State and munici- 
pal governments. 

Mr. Heary. That is right. 

Mr. Fountarn. Are there any more questions? 

Thank you very much. 

Mr. Hearty. Thank you, sir. 

Mr. Founrarn. Mr. Bernard Hillenbrand. 

We are certainly getting a cross section viewpoint from the various 
levels of government. 


STATEMENT OF BERNARD HILLENBRAND, EXECUTIVE DIRECTOR, 
NATIONAL ASSOCIATION OF COUNTY OFFICIALS 


Mr. Hittenpranp. Mr. Chairman, my name is Bernard Hillen- 
brand. I am the executive director of the National Association of 
County Officials, which is an organization composed of . . . county 
commissioners, assessors, auditors, and other elected and appointed 
officials. 

We are organized nationally on the basis of individual member- 
ships but we do have affiliated State associations of county officials 
in 43 States. We also have within our organization three affiliated 
groups: the county engineers, the county treasurers and the clerks 
and recorders. 

I have a rather long statement. If it meets with your approval 
I would like to have it incorporated in the record and then summarize 
it for the committee. 

Mr. Fountain. We are glad to have you here. You may do it in 
that fashion, if you like. 

Your full statement will also become a part of the record. 

(The document referred to follows:) 


STATEMENT OF THE NATIONAL ASSOCIATION OF COUNTY OFFICIALS PRESENTED BY 
3ERNARD F’, HILLENBRAND, EXECUTIVE DIRECTOR 


My name is Bernard F. Hillenbrand, and I am executive director of the 
National Association of County Officials. At the direction of Chairman L. H. 
Fountain, of the Intergovernmental Relations Subcommittee, we are commenting 
on the general areas of intergovernmental relations and are addressing ourselves 
to some of the specific questions posed by the subcommittee in its invitation to be 
heard on this important subject. It should be made clear at the offset that these 
views do not necessarily represent the official position of the National Association 
of County Officials. The area of intergovernmental relations are so vast that 
we are still in the process of formulating our policies and opinions in many areas 
covered by the report of the President's Commission. 

With this in mind we would like permission from the chairman to submit 
additional statements and testimonies at a later date which would tend to 
sharpen and clarify our official national position in regard to many of these 
matters. 

It should also be noted that NACO, as late as July 17 of this year has reaffirmed 
its enthusiastic support for the recommendations of the President’s Commission 
on Intergovernmental Relations and pledged its organizational support for a 
national campaign to see that the recommendations are implemented. For that 
purpose Hon. Sam Jones, former Governor of Louisiana and Hon. Alfred F. 
Driscoll, former Governor of New Jersey and both former members of the 
President’s Commission on Intergovernmental Relations have consented to accept 
honorary membership in our association and to serve as cochairmen of our 
national effort in support of the Commission. 

A. The three Federal aid areas of most importance to counties and in their 
order of importance are those of highways, welfare, and payments in lieu of 
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taxes. Following closely, and not necessarily in the order of their importance, 
would be public health, civil defense, airports, and air and water pollution. 
This is not the order of importance indicated by answers from county officials 
to a questionnaire sent out by the committee. However, the answers received 
were relatively few, and I believe they are not, in this case, a reliable reflection 
of actual nationwide sentiment. The answers to the questionnaire indicated that 
Federal participation in the Federal health program was second in importance 
to that in the highway program, whereas it seems to us the area of welfare 
easily ranks second, if not first. Also, the area of payments in lieu of taxes 
certainly take precedence in the thinking of county officials in general over some 
of the other areas of county-Federal interests. 

B. In nearly all of the States in the Union, counties have responsibility for 
the Federal-aid secondary roads, in addition to many more miles of other roads 
not on the Federal-aid system. The financial burden incident to this responsi- 
bility is very heavy in relation to revenue resources available to counties. Fed- 
eral aid has made possible the construction of many hundreds of miles of much 
needed roads that would not have been constructed without it. In the future 
Federal aid will make possible the construction of many hundreds of miles of 
other roads that would not be constructed without Federal aid. 

In most States, actual administration of the public assistance program is the 
responsibility of the county officials. Td a substantial extent they are also 
responsible for funds to help to pay the costs. The program as now established 
and generally approved by county officials is a tremendously expensive one in 
relation to county revenues. It would not be carried out on anything like its 
present proportions except for Federal aid. 

Both the Federal-aid highway program and the welfare program are ap- 
proved generally by county officials. In the highway area counties presently 
ask for no further legislation. The basic program as established by Congress 
in the Federal Aid Highway Act of 1956 is generally regarded as good. In the 
welfare field counties desire a few changes that would require legislation. They 
desire the availability of Federal funds for the care of children in foster homes. 
They also believe that Federal funds should be available for the care of persons, 
otherwise qualified, living in residential institutions. This restriction as to 
residential institutions was initially adopted, no doubt, as discouragement of 
the one-time county poor farms. Certainly inadequate, and possibly disreput- 
able, institutions such as some county poor farms once were should not be 
encouraged by Federal payments. It is now .pointed out by counties, however, 
that first class residential institutions, resembling in every respect modern 
apartment houses, have been and are being made available for dependents, 
especially for the aged. Reportedly, the aged people prefer to live in these 
institutions instead of in private homes, Reportedly, better services and 
facilities can be provided at less cost than can be otherwise provided. There 
is widespread belief among county officials that provision should be made for 
use of Federal funds for assistance to persons living in such institutions. The 
use could be restricted to institutions meeting prescribed standards for facilities 
and service. 

In the welfare field, also, there is apprehension among county officials 
that Federal funds for administrative costs may be curtailed. Thus far, Fed- 
eral funds have been available on a 50-50 matching basis to meet all of the 
administrative costs of the programs. In reliance upon this equal sharing by 
the Federal Government, counties have endeavored and in most cases have 
succeeded in developing administrative machinery approximating the high 
standards recommended by the Federal administration. 

In recent years, particularly this year, there was serious threat that the 
appropriation for administrative expenses in the welfare program would be 
limited to a fixed sum, so that the localities would no longer be assured that 
the Federal Government would pay 50 percent of these costs. County officials 
generally believe that the existing 50-50 matching formula should not be 
disturbed. 

C. In the field of administration of these two programs, roads and welfare, 
the most crying need is better administration, of which improved intergovern- 
mental relations is a most important factor. Years of experience makes it 
clear that a very large portion of the so-called administration problems arise 
solely from misunderstanding. To avoid this, closer cooperation, including 
personal acquaintance among the officials of various levels of government in- 
volved, in a cooperative program, is very much to be desired. Possibly this would 
require legislation, but primarily it is a matter of administrative activity. The 
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Federal Government may well take the lead in creating machinery for better 
liaison and understanding and for joint development of procedures among the 
various levels of government. Research is required, and on some sort of ap- 
propriate matching basis, Federal funds should be available fairly liberally 
for research in the entire field of administration of Federal programs, but 
particularly in the area of relations among the officials. The machinery for 
improved relations ought not to be left to chance as it has been largely in the 
past. On the contrary, it should be built specifically to serve the purpose. 
Meetings and conferences should be encouraged and stimulated. Activity of 
the kind I have in mind is now going on in the highway field. Good intergovern- 
mental relations there accounts largely, we are sure, for the success of that 
program. For example, the Federal legislation requires that each State highway 
department have a secondary roads division with specific responsibility to deal 
with local officials in the secondary highway program. 

Through the Highway Research Board, through certain private funds and with 
some participation by the Bureau of Public Roads, study and research in the 
field of highway administration is producing some remarkably fine results. 
Counties are especially in need of assistance in the area of administration. 
They are relative newcomers to the highway field and they have not as yet 
adjusted to the administrative techniques and cooperative practices required for 
participation in that area. They are accepting enthusiastically the results of 
research now going on and look forward to more of it. 

D. We have listed payments in lieu of taxes as the third area of importance 
in the eyes of county officials. In many counties Federal exemption from local 
property taxes does not provide a serious problem. However, the converse is 
true in a very large number of counties and where the problem does exist it is 
frequently very acute. The burdensome effect is upon counties primarily because 
they must rely so heavily for revenue upon the general property tax. Large 
Federal installations not only remove substantial valuations from the tax rolls. 
They almost invariably increase the demand for local services. This is true even 
though the Federal Government may provide some local type services such as 
police or fire protection. The impact upon the governmental jurisdiction is also 
severe even though the Federal installation may provide increased payrolls and 
increased business for the localit)’s business houses. There is a difference be- 
tween general community benefit by reason of such new business and governmen- 
tal revenue to be derived from the general property tax. There is widespread mis- 
apprehension that the latter follows the former, whereas the real result is that 
tax revenue is little affected by such general prosperity, while the demand for 
public services is usually increased. County officials wish they could put at 
rest once and for all the unjustified contention that demands by public officials 
for payments in lieu of taxes are inconsistent with the general community de- 
mand for a Federal installation. 

County officials generally endorse the recommendation of the Commission on 
Intergovernmental Relations of the Committee on Government Operations that 
the Federal Government should inaugurate a broad program of payments in lieu 
of taxes. As a first step toward that objective they have supported, and we are 
sure in the future will support, legislation for payments in lieu of taxes on in- 
dustrial installations and as reimbursement for special benefits usually assessed 
against the adjoining property. Not only is Federal tax exemption a burden 
upon counties but it is acute and frustrating in its effect. While the highway 
and welfare programs in broad application are probably more important, the 
frustrations incident to Federal tax exemption keep this problem considerably 
more in the consciousness of public officials. There is no single action which the 
Congress could take that would be more genuinely appreciated by county of- 
ficials than the enactment of a law at least to commence a program for pay- 
ments in lieu of taxes that would be a large and very important step toward 
improving mutual understanding in all areas. 

E. With the exception of the area of civil defense, there is general approval 
of the other Federal-county programs, at least insofar as the basic legislation 
is concerned. We are not aware of any demand for amending Federal laws in 
the area of public health, air and water pollution, or the program for Federal 
aid to airports. Such problems as exist in these areas, we think, are primarily 
problems of administration and within the general field of administration they 
are principally problems of misunderstandng which would be largely eliminated 
by improved intergovernmental relations of the kind suggested above. 

In the field of civil defense, county officials in general have felt a need for 
more definite Federal leadership. Earlier legislation has been predicated upon 
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the philosophy that civil defense is primarily an individual and community re- 
sponsibility. However, certain information essential for civil defense and inter- 
jurisdictional coordination of civil defense activity cannot come from the com- 
munity or even the State level. The problem crosses State lines in almost all 
of its aspects. For this reason county officials feel that the emphasis should be 
shifted and that, while there is no desire to shirk responsibility at the local 
level, more definitive leadership and more overall control and coordination should 
come from the Federal level. 

F. The chairman of the subcommittee has requested, in addition to a general 
statement of the character made, specific comment on a series of nine ques- 
tions. The first calls for an appraisal of the impact of the recommendation of 
the Commission on Intergovernmental Relations. County officials generally 
feel that the impact of these recommendations has been disappointingly light. 
We enthusiastically approve the inquiry by this subcommittee, but it is not 
heartening to realize that the report has been in circulation for more than 2 
years. That we will be confronted later with the argument that the commis- 
sion report is out of date can be confidently forecast upon the basis of past 
experience. We hope that some of the recommendations at least will be trans- 
lated into working programs before that time arises. Insofar as these recom- 
mendations affect counties there has been very little congressional action that 
would not likely have been taken otherwise. As we view the situation, the 
executive branch of the Federal Government has been lukewarm toward them. 
In the executive branch of the Federal Government, a special desk has been 
designated as part of the White House organization to have responsibility for 
implementing the recommendations of the Commission. The particular person- 
nel assigned to this desk have apparently made honest endeavor to achieve 
such implementation but the results have not been really substantial to date. 
The Commission report has tended to stimulate both State legislatures and State 
administrations to take a more careful look at their own machinery and some 
reasonably good studies have been inaugurated. However, we have only lim- 
ited familiarity with action at the State level and can make no further com- 
ment with respect to it. We definitely favor implementation of the Commis- 
sion’s recommendation and we think county officials generally concur in this 
view. We believe the first and most important step for Congress to take as 
a follow-through would be to enact legislation for payments in lieu of taxes. 

In answer to question 2, it is undoubtedly true that the growth of Federal 
programs in fields traditionally considered States’ responsibilities has resulted 
in part from the failure of States to meet pressing public needs. However, this 
is true only in part. Extension of Federal participation into fields formerly 
thought restricted to States has been due in a very large part to the changes 
in our economic and social order. Transportation and mobility and communi- 
eations have tended to make problems nationwide which once were local. I 
think it is largely dodging the issue to place the blame at the steps of the 
State and local government. Federal aid for highways, for public assistance, 
for airports and civil defense are soundly to be supported upon the ground 
that they involve Federal problems and that Federal participation is not only 
essential but proper. We have no suggestion to offer as to removal of the bar- 
riers to more effective and responsive State government. 

As to question 3, our answer is “Yes.” The principle of sharing responsibil- 
ity among the Federal, State, and local governments in the administration of 
grant-in-aid programs is sound. Properly conceived, Federal grants-in-aid pro- 
grams deal with problems having both a Federal and State interest, other- 
wise they should be either exclusively Federal or State and grant-in-aid would 
not be proper. Where there is such joint interest there should be joint admin- 
istration. 

In answer to question 4, we would say “No.” Not only would the States be 
unable and unwilling to raise the revenues to support existing federally- 
aided programs, but they ought not to do so. If the program does not involve 
legitimate Federal interest it ought to be terminated on that ground regard- 
less of whether the States would continue it without Federal aid. If it does in- 
volve a legitimate Federal interest, Federal participation should be continued. 
We make the suggestion that possibly it would be helpful in all grant-in-aid pro- 
grams if Congress could define more precisely the Federal interest inovived, 
using that as a standard for commencing a program for terminating it as well as 
for the proper share of the Federal Government both financally and adminis- 
tratively. 
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In answer to question 5, One answer would be none. We are unwilling to 
identify any existing grant-in-aid which should be terminated in exchange for 
enlarged taxing capacity at the State or local level. The reasons are suggested 
in our answer to question 4. 


In view of our answer to questions 4 and 5, no response is needed to ques- 
tion 6. 

In answer to question 7, certainly most of the Federal grant-in-aid programs 
would be greatly curtailed, if not terminated, if the Federal Government were 
to stop making grants and vacate certain tax fields. It is our opinion that the 
Federal-aid highway program would be very greatly curtailed if the Federal 
grant were terminated and the loss would not be compensated for by relinquish- 
ment of Federal tax area in any amount, As suggested above, if these programs 
are proper at all it must be because of a legitimate Federal interest for which st 
the States ought not to have responsibility. 

In answer to question 8, we think State governments would assume some 
additional responsibility for such activities such as Slum clearance, urban re- 
newal, public housing and airport construction, but not enough to continue 
the programs at their present level. k 

In answer to question 9, the idea that the Federal Government may be the 
larger tax collector and distribute the funds back to the States on some agreed 
formula. is intriguing. Conceivably, it may be achieved at some time in the 
future but we are far from that at the present time. It would involve so many 
complications and so many conflicts that we would put it very low on the t 
priority list for consideration. At least we do not recommend that this commit- 
tee at this time give serious consideration to that subject. 


Mr. Hittensranp. I am not necessarily reflecting the opinions and 
national policy of our association, although I think that in most re- 
spects it will coincide with that policy. 

We are particularly pleased that this committee has started to hold 
hearings and is planning to carry through on the President’s Com- 
mission on Intergovernmental Relations. Our association just fin- 
ished a meeting in Atlanta July 15. The theme of that meeting was 
following through in intergovernmental relations. We passed a reso- 
lution making our policy, our program of operation, our whole activ- 
ity for the coming year and indefinitely into the future a national 
effort to implement the Commission’s recommendations. For that 
purpose, former Gov. Sam H. Jones and former Gov. Alfred E. 
Driscoll, both members of the Kestnbaum Commission, have agreed 
to accept honorary membership in our association and they will act 
as cochairmen of this effort. | 

We understand from talking to your able staff, Mr. Naughton and 
Mr. Goldberg, we will have an opportunity as these hearings pro- 
gress throughout the United States, to present additional witnesses on 
behalf of our association and further refining and defining our policy 
on the various points that were covered in the Commission’s recom- 
mendations. 

Mr. Fountain. You wili at an appropriately selected time. I am 
not sure how far we can go or how many we can hear. Our time will 
be limited. But we want to give everybody who has anything to 
add an opportunity to be heard. 

We, of course, are most anxious to get a cross-section point of view. 

In our regional hearings we want to hear from representative public 
officials. We hope at the conclusion of our regional hearings to give 
anyone else—especially representative organizations—an opportunity 
to be heard who wants to be heard. 

We particularly want to hear Governor Jones and Governor Dris- 
coll. We plan to in our regional hearings. Those two are on our list. 
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Mr. Hittenpranp. My next comments refer to the line of questions 
of Congressman May on what we are doing to publicize the Commis- 
sion’s recommendations and what plans we have to follow through 
and get some support for the recommendations. We have a national 
magazine called the County Officer which we recently sent to each 
Member of Congress. We plan a whole series of stories highlighting 
various points of the Commission’s recommendations and what our 
policy is on them. 

We plan to have a meeting here in Washington probably in Sep- 
tember with Governor Jones and Governor Driscoll and our special 
steering committee. We will probably map out a whole program 
which may include sending special experts to our State association 
meetings in each of the 43 States. We envision quite a national effort 
in this area which we would like to coordinate with the committee’s 
hearings that will be held throughout the country. 

Mr. Fountain. We will be glad to have you do so. 

Mr. Hittensranp. One of the purposes of these preliminary hear- 
ings in Washington as we understand it is to isolate various areas of 
the complex reports where you might concentrate your efforts. 

We would suggest that a good area to start would be the problem 
of payment in leu of taxes. This is a subject that has been talked 
about for the last 20 years. There have been innumerable commis- 
sions and study groups all of them concluding with the recommenda- 
tion that the Federal Government should consent to a reasonable pro- 
gram of payments to counties and cities and local government units 
in lieu of the property taxes on Federal holdings. 

In a way this is almost the touchstone to most local officials. It is 
the test of the faith and of the good will of the Federal Government 
in this area. 

While we appreciate that the actual legislation for payment in lieu 
of taxes is not before this subcommittee we would certainly welcome 
any effort that the committee could make in the direction of recom- 
mendations to another committee or any publicity that you could give 
to this subject. 

Mr. Founrarn. Any information which we get coming within the 
legislative jurisdiction of other committees of Congress will, of 
course, be brought to their attention. Much of it will help us in our 
study, but will be subject matter over which we will have no legisla- 
tive jurisdiction. 

Mr. Hittensranp. The problem of payments in lieu of taxes is 
one that is not terribly well understood by the public generally. 
That is probably an understatement. It is probably not even thor- 
oughly understood by our local government officials. To give the 
committee an idea of the extent of this problem, I would like to read 
from the Congressional Record, a statement submitted by Senator 
Long on July 17 which summarizes the latest inventory of Federal 
property holdings. It reads as follows: 

The Federal Government owns more than one-fifth of the continental United 
States, holding 407.9 million acres which is equal to the area including all of 
the 26 States east of the Mississippi River, with the exception of Wisconsin, 
Michigan, Georgia, and North Carolina. The Government owns 2.8 million 
acres more today than at the last inventory which was issued in 1953. A total 
of 345 million acres is used for grazing, wildlife and Forest Service reserves. 
The Government has required real estate since 1789 which has cost $32.5 billion, 








128 FEDERAL-STATE-LOCAL RELATIONS 


$2.4 billion was spent for land; $14.5 billion for buildings and another $15.6 
billion for other structures such as dams. The Federal Government holds title 
to 364,916 buildings which are on 11,777 separate installations. 

Mind you, all of these holdings are tax-exempt and in almost all 
cases they cause hardships on counties, cities, and local taxing juris- 
dictions which must depend to a very large extent on personal prop- 
erty tax and real estate taxes for their local revenue. So, if this 
committee does nothing else but highlight this problem, and that in 
turn results in corrective legislation, the time and effort will be very 
well spent and you will gain the eternal gratitude of every county 
official in the United States. 

Mr. Fountain. We will certainly get as much useful information 
as we can during these hearings. However, the Senate Committee 
on Government Operations has concentrated most of its efforts on this 
subject of payments in lieu of taxes. We are trying to cover the 
entire field in the hope that out of our efforts something worthwhile 
can come. 

It might be wise for you to bring these facts and any other infor- 
mation you may have on the subject to the attention of the Senate 
Government Operations Committee. 

Mr. Hiriensranp. I understand from my predecessors that the 
National Association of County Officials have been bringing these 
facts to the attention of the United States Congress for 15 years and 
we have not gotten very much in the way of constructive results. 
We understand there is some faint glimmer of hope in the United 
States Senate for a very limited bill in this area. 

Mr. Founrarn. Maybe it would not hurt for your group to do what 
our constituents do—start. bringing factual information to the atten- 
tion of the individual Members of Congress, as well as to the attention 
of the committees. 

Mr. Hizzrensranp. We certainly will do that. Now, unless you 
have some other arrangement, I would hit briefly on some of these 
questions you have asked. 

The first question in regard to the result so far from the Commis- 
sion’s recommendation. We think, generally speaking, they have 
been spotty to poor. We have found that the executive branch seems 
to be somewhat more interested than Congress. Governor Pyle has 
been designated as special Presidential adviser in this area and is 
doing a very fine job. He is ably assisted by Wayne Warrington 
and has worked with Robert Merriam in the Budget Bureau. We 
have a feeling that they intend to carry through and assist in this 
area as much as possible. We would agree with what has been pre- 
viously said about the lack of action in the State legislatures and the 
rather indifferent attitude of most governors to carrying through on 
other recommendations. 

In regard to the question of our feeling toward the recommenda- 
tions of the Commission, I think our exact words in resolution are 
that we “enthusiastically endorse” the recommendations of the Com- 
mission; by that we mean the general tone and temper. 

We would probably take exception’to the individual recommenda- 
tions but in general we wholeheartedly endorse the basic philosophy 
which is in the preamble of the report. They recommend leaving to 
private initiative those things which can be handled by individuals 
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and leaving to the government closest to the people the functions 
that cannot be handled by individuals, 

In regard to our reactions to the rapid growth of Federal activities, 
we believe that it is caused not alone by inaction on the part of the 
States and localities, but is a combination of factors which include 
the extremely complex nature of our present American economy. I 
would like to cite a favorite saying of Congressman Jones of your 
subcommittee. 

He is very fond of calling attention to the fact that the control of 
dams on the upper Mississippi 1,500 miles away from the city of New 
Orleans affects the amount of water that New Orleans has for mu- 
nicipal purposes. 

This illustrates the interrelationships of the economy, and that is 
responsible for the relative rapid rise of Federal activities. 

The next question pertains to the soundness of the practice of 
sharing administrative responsibilities between the State and local 
government in preference to allocation of exclusive responsibility for 
a program to a single level of government. 

I think in that it depends somewhat on the program. In the case 
of Federal aid for highways, I think that they have worked out a very 
fair scheme of working as a team through the State highway depart- 
ments and through the localities. In this case it does not seem that 
there would be anything to be gained by making roads strictly a 
Federal responsibility or strictly a State one or strictly a local one. 
It boils down to being a cooperative undertaking among all levels of 
the government. 

On the question of what would happen if the Federal Government 
discontinued many of these grant programs, I think we would be 
forced to agree with some of the previous speakers that if the Federal 
Government discontinued the grants in aid that in most cases the pro- 
grams would not be carried on at the same high level that they are 
now maintained with the assistance of Federal aid. I think that this 
would also be true even if the Federal Government were to surrender 
some of the tax sources, 

As was pointed out in yesterday’s testimony by Mr. Kestnbaum, 
the States have not shown any great willingness to take a tax source 
abandoned by the Federal Government and to use it for State pur- 
poses. He cited specifically the amusement tax. He pointed out when 
the Federal Government vacated that area of taxation, it was not in 
turn taken up by the States. He pointed out that it was his feeling 
that that would be generally true if the Government vacated still other 
tax areas. 

In that regard, it is one of our suggestions that in the future if the 
Federal Government vacates a tax they might do it under the condi- 
tion that the tax would no longer apply in those States which passed 
a similar tax. In that way they would take some of the heat off the 
State legislatures from private pressure groups who want the taxes 
abandoned. 

In regard to any of the present grant programs which we would like 
to see completely a State or local responsibility, we would not be in a 
position this afternoon to recommend any specific prgram. 

I think that most of the questions in between have been answered 
by my general statement. I would like to go to the last question that 
you have in your questionnaire about the business of a tax-sharing 
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arrangement. It is our opimion that a serious proposal of that type 
of legislation right now would only muddy the water. It is something 
that requires a lot more thought and consideration and we would not 
recommend to the committee that they spend too much time on that 
right now. I think there are other things that have precedence over 
that and we would so recommend to the committee. 

Those are general statements. I will be very happy to answer any 
Sisstaree tee I can. 

Mr. May, Is your headquarters in Washington ? 

Mr. Hittenpranp. Yes; we have an office across the street from the 
Hotel Mayflower. We have just had a reorganization. I have been 
with the organization from the 1st of May. We have previously been 
represented by Keith L. Seegmiller, who is still retained by our asso- 
ciation as its counsel. 

Mr. May. Where were you before? 

Mr. Hirzenpranp. At 1616 Eye Street, where Mr. Seegmiller also 
served as executive secretary on a part-time basis. 

Mr. May. What State are you from? 

Mr. Hitienpranp. My home State is New York. Congressman 
Walter Riehlman of your committee is my Representative in Congress. 

Mr. Fountarn. May I add—he is a very able Representative. 

Mr. Hrzrenesranp. We think so too. 

Mr. Fountron. In your opinion, Mr. Hillenbrand, do we have too 
many counties in the United States? 

Mr. Hirzensranp. Let me answer this question by saying that we 
have 3,047 counties in the United States. One county, Loving County, 
Tex., has a total population of 227 people. Los Angeles County in 
California employs 31,000 people. There are obviously tremendous 
differences in size and functions performed by counties in the United 
States. It has been proposed in the past that one of the solutions to 
local government problems would be to consolidate some of these 
counties. The United States Bureau of the Census in the Census of 
Governments has just issued a report that in 1950, there were 3,049 
counties and that there are now 3,047 counties in the United States, 
a consolidation of 2. Two county consolidations over a decade is 
probably not going to make much of a dent in the problem of the 
eee size of counties. Rather than talk about an idea of con- 
solidating counties which has proven impractical in practice, we 
would rather think more in terms of perhaps several counties banding 
together for one function. I think the Kestnbaum Commission 
points out that welfare administration is not economical unless there 
is a basic population of 50,000. Possibly several counties could band 
together for the purpose of providing welfare assistants in a several 
county area. 

My own county of Onondaga in New York, for example, has a 

enitentiary and we receive prisoners from a 6 or 8 county area. 

one of the other counties acting individually could have as good 
a penitentiary as we have with one county accepting the prisoners 
of the others. 

The idea of a function covering several counties is a more practical 
solution than a discussion of consolidating counties. 

Mr. Fountarn. Is it possible that many, uncompensated county 
commissioners are so altruistic they do not want to give up their jobs? 
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Mr. Hmxensranp. That might be part of the answer. But the 
people have an emotional attachment to their county governments. 
They are used to going to the county seats as did their ancestors before 
them. They have a loyalty and attachment to the county government 
which we believe is an important factor. It is the type of thing we 
want to preserve in our American government setup. 

Mr. Fountain. Now they are fast abolishing most of the fourth 
class post offices—at least in my area. Schools are fast being con- 
solidated. They are among the major institutions in which there is 
strong local interest and concern. 

Mr. Hiiensranp. I think there is a lot of loyalty to the county 
government. 

Mr. Fountarn. You referred to the fact that your group had been 
coming to Congress for 15 years but nothing had been done as yet 
to help relieve the fiscal situation which confronts the counties. I am 
very well aware of that fact. However, I would like to invite your 
attention to the fact that since the Kestnbaum Commission report 
was referred to this subcommittee, we have been making a study 
and we have issued a series of documents in connection with our study 
of that report. 

The first of these is a staff report on replies from Federal agencies 
to a questionnaire which we sent to all of the Federal agencies which 
have any responsibilities in connection with intergovernmental rela- 
tions. I hope you will get an opportunity to study that if you have 
not already done so. 

In addition, for the benefit of those whom we felt might not read the 
Kestnbaum Commission report—and they include many Members 
of Congress—we asked the Bureau of the Budget to compile in digest 
form the recommendations and major statements of the Commission 
on Intergovernmental Relations. We have another publication, 
which was just released on June 17, 1957, which embodies in 542 
pages the replies from State and local governments to a questionnaire 
on intergovernmtntal relations. 

I will add we were a little disappointed that we received only 44 
replies from the 147 counties to which we sent questionnaires. That 
indicates in all probability that many of the counties are not ade- 
quately staffed and did not have adequate personnel to do the neces- 
sary research which would have helped them to answer these ques- 
tions. Is that not true? 

Mr. Hitienpranp. That is correct. We have, of course, been fol- 
lowing the work of your committee. We have some copies of your 
reports. We would like to have more to distribute to our various 
county officials and we are very disappointed ourselves in the fact that 
only 44 counties did reply. 

We, incidentally, are contacting each one of the officials who did 
reply. 

ir. Founrarn. We did not send them out to all the counties. We 
tried to select counties which we thought were representative. With 
respect to municipalities, Mr. Healy, we received 53 replies from the 
109 municipalities invited to participate. From the governors we 
received 42 replies. There were six governors who did not reply to 
our questionnaire. 

Mr. Hiz1enpranp. This, to us, proves the great necessity of a 
nationwide educational program. The very fact that the document 
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itself—the Commission’s recommendations—plus 15 supporting 
volumes are so ponderous it is difficult to digest this in one paragraph 
so everybody will understand what the Commission said. We think 
that more than ever points up the necessity of a national campaign 
in this area. 

Mr. Founratn. You are absolutely right. 

Mr. Naventon. Mr. Hillenbrand, you mentioned, I think, that 
there have been only two county consolidations in the last 10 years. 
Is it your feeling that one of the reasons why there has not been more 
consolidations of counties is because these consolidations as a general 
rule must be authorized by the States and because of the limitations 
on the State government either legal or political that would tend to 
resrict these consolidations ? 

Mr. Hitienpranp. Yes that is a very big factor. We have found 
in county governments that the State legislatures contrary to some 
popular belief are as unresponsive to many of the problems of county 
governments as they are unresponsive to municipal problems. I can 
cite some examples. In one State there were five bills that vitally 
effected county government. Four of them would give counties ad- 
ditional functions and a fifth bill would authorize them to levy cer- 
tain permissive taxes in the counties to pay for the services authorized 
in the other bills. The legislature passed four service bills and the 
governor signed them but the bill that would allow counties to raise 
revenues didn’t pass. 

In some States there has been almost a systematic effort to reduce 
the functions of county governments so they get to be just a skeleton. 
It is then argued that since they perform so few functions that they 
should be abolished. 

There has been that type of a tendency which we resist very vigor- 
ously and we think is not sound local government. It works against 
the best interests of nations. 

Mr. Founrarn. It is your feeling then that many of the problems 
which county governments have with State governmhents—especially 
State legislatures, their creators—parallel at least in theory those 
which Mr. Healy talked about earlier ? 

Mr. Hitenpranp. They are almost identical. I might say for the 
benefit of the committee that the State associations of county officials 
and the State associations of municipal officials are working together 
very closely in those areas where they have mutual interests. In one 
State for instance the State league of municipalities, the association 
of county officials share office space together and together have tried 
a single researcher to do research both for cities and counties. That 
pattern is followed in several of the States and there is a growin 
awareness of the mutuality of their problems at the State level. i 
might add at the national level we have worked very sincerely and 
closely with the American Municipal Association and with the In- 
ternational City Managers Association. 

Mr. Fountarn. I was being facetious a while ago when I said that 
county commissioners don’t want to give up their jobs, even though 
there is a lot of truth in the statement. I think, however, until this 
education program is reasonably complete, few counties will be 
abolished and there will be few consolidations. 

Mr. Hitenpranp. I think that is a correct appraisal. 
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Mr. Founrtarn. Is it because of local interest and concern, pride in 
the county units, and a constant yearning on the part of local people 
to keep a setup with which they are familiar ? 

Mr. Hittensranp. Which again we do not think is a bad thing. 
We think it is very desirable. ‘For example, we are not as a group in 
favor of solving some of these so-called metropolitan problems by 
independent boards and commissions that are not responsive to the 
electorate and are apart from the political parties. 

We believe that government problems in this country have tradi- 
tionally been solved through the elected government process and they 
should continue to be. 

We can see great evil in having a proliferation of independent 
boards and authorities. People can’t feel an emotional attachment to 
the westside sewage district, for example. 

We think it would generally weaken government if this loyalty 
were lost. 

Mr. Fountarn. I imagine that depends on whose sewage is out of 
repair. 

It appears that during our hearings thus far we have heard con- 
siderable testimony giving the local government point of view—more 
so than the State point of view. Mr. Frank Bane, the executive di- 
rector of the Council of State Governments, was invited but Mr. Bane 
felt that he should not appear because of the task force which had 
been set up. I think I understand his position. I might also add 
for the benefit of those who have testified and those who may still be 
here that letters have been received from some of the invited witnesses 
who were unable to attend. 

If there is no objection, these letters will be inserted at the appro- 
priate place in the record. 

Any other questions? 

Mr. Hrtenpranp. I would like to make just one more comment 
on the subject of the Dade County, Fla., experience. 

Mr. Founrarn. We will be glad to hear from you. 

Mr. Hirtensranp. We would like to say first of all we were de- 
lighted with the appointment of O. W. Campbell as the first county 
manager. He is a proven leader in this field and we are sure he will 
do great things in Dade County. We are very much interested in 
that experiment and are watching it closely. We hope to learn from 
the possible mistakes and experimentation that is going on now in 
Dade County. 

Mr. Fountarn. Thank you very much. We appreciate your com- 
ing. You have been very helpful to the committee. Tomorrow we 
will hear from representatives of the National Association of Manu- 
facturers and the AFL-CIO. 

The committee stands in recess until 10: 30 tomorrow. 

(Whereupon, at 4:10 p. m. the hearing was recessed, to reconvene 
at 10:30 a.m. Wednesday, July 31, 1957.) 
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WEDNESDAY, JULY 31, 1957 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERGOVERNMENTAL RELATIONS, 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 11:05 a. m., in the 
beerng room, George Washington Inn, Hon. L. H. Fountain, pre- 
siding. 

Posen: Representatives Fountain, Reuss, Dwyer, Michel, and May; 

Also present: James R. Naughton, counsel; Dr. Delphis C. Gold. 
berg, professional staff member; and Eileen Anderson, secretary. 

Mr. Fountarn. The subcommittee will come to order. Let the rec- 
ord show that a quorum is present. Come over and have a seat, Doctor. 
I might say for the benefit of the members of the committee and in or- 
der to eliminate the necessity of Dr. Lutz giving us the details, Dr. Lutz 
is associated with the National Association of Manufacturers as a Gov- 
ernment finance consultant. He graduated with a bachelor of arts 
degree from Oberlin College in 1907, with a master of arts from 
Harvard University in 1908, doctor of philosophy from Harvard in 
1914, doctor of laws from Oberlin in 1932. From 1909 to 1923 he 
was a professor of economics at Oberlin College. From 1923 to 1928 
he was professor of-economics at Stanford University and from 1928 
to 1947, professor of public finance at Princeton University. He 
became professor emeritus in 1947. In 1919 Dr. Lutz was economic 
adviser to the joint tax committee of the Ohio General Assembly. 
In 1922 he was special adviser to the Washington State Tax Inves- 
tigating Committee. In 1925 he was a member of the Commission 
on Financial Advisers to Chile. 

In 1929 Dr. Lutz was adviser to the Utah State Tax Investigating 
Committee. From 1930 to 1931 he was director of the New Serhey 
State Legislative Tax Survey Commission. From 1940 to 1941 he 
was consultant to the National Economy League. From 1942 to 1943 
director of the New York Temporary Economics Commission. In 
1944 he was chief economist for the Tax Foundation. In 1944-45 
he was chief of staff of the Committee on Postwar Policy. 

Of course, with those qualifications and that experience he would 
naturally be listed in Who’s Who in America. He joined the NAM 
staff in his present position. 

We are very happy to have you with us, Dr. Lutz. 

I am sure that one with your background of training and experi- 
ence can be most helpful to this committee. . 
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STATEMENT OF DR. HARLEY L. LUTZ, ON BEHALF OF THE NATIONAL 
ASSOCIATION OF MANUFACTURERS 


Mr. Lorz. Thank you very much, Mr. Chairman. 

Mr. Fountain. Before you proceed, I have just been advised that 
you are today 75 years young. 

Mr. Lurz. That happened yesterday. 

Mr. Fountain. I’m sure I speak for the committee when I extend 
to you our sincere congratulations and express the hope that you will 
enjoy good health and Rasituoe for many years to come. 

Mr. Lurz. You are: very kind, sir, and I thank you very much 
indeed. 

My name is Harley L. Lutz. I am professor emeritus of public 
finance of Princeton University and Government finance consultant 
to the National Association of Manufacturers, in whose behalf I 
appear before you today. 

The association’s views represent a membership by latest count of 
22,023. 

Eighty-three percent of NAM’s member companies employ 500 or 
less; 46.5 percent employ 100 or less; and 28 percent employ 50 or 
less.. I cite these figures to indicate the composition of the industries 
determining the policy attitudes of the association. 

The problem. of intergovernmental relations was born with the 
Union, for, from the begmning, there have been three levels of gov- 
ernment at least to perform public services and to be supported by 
the. people, 

The exercise of sovereignty is divided between the States and the 
Central-Government, and the issues which have had increasing public 
attention. in reeent years involve the distribution of authority, re- 
sponse ibshy, and resources between these two members of the Federal 

nion. 

This committee of the House of Representatives has undertaken a 
challenging assignment and it has a unique opportunity to render 
constructive service to the Nation by finding a solution which will be 
in harmony with the spirit of our American institutions. 

-The National Association of Manufacturers is pleased and grate- 
ful for this privilege of contributing, to whatever extent possible, 
then to the success of your undertaking, 

Through much of the Nation’s history the leyel of public spending 
was low, the tax load was light, and there was relatively little dupli- 
eation or overlap of functienal activities. Under such circumstances 
the issue of intergovernmental relations was comparatively unim- 
portant, although there were some notable cases which involved this 
matter. 

With the great increase of Federal spending and taxing, and the 
marked expansion of the sphere of Federal action, there was de- 
veloped justifiably greater concern regarding the proper relationship 
of Federal and State Governments. The Commission on Inter- 
governmental Relations expressed this concern as follows: 


The maintenance of a healthy Federal system has two aspects. The States 
must be alert to meet the legitimate needs of their citizens, lest more and more 
of the business of government fall upon the National Government. At the same 
time, the National Government must refrain from taking over activities that 
the States and their subdivisions are performing with reasonable competence, 
lest the vitality of State and local institutions be undermined. 
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The steps by which Federal expansion has occurred are familiar 
and need not be reviewed here. The important thing is to realize 
what the present situation is and to consider what should be the 
proper course of future action. The Commission has described the 
existing status as follows: 

And under present judicial interpretations of the Constitution, especially of 
the spending power and the commerce clause, the boundaries of possible national 
action are more and more subject to determination by legislative action. In 
brief, the policy-making authorities of the National Government are for most 
purposes the arbiters of the Federal system. 

This means that the Federal policymaking authorities, which in- 
clude Congress and the executive branch, can do very much as they 
please so far as the Constitution is concerned. As former Governor 
Peterson, a member of the Commission, put it : 

The Congress may by the expenditure of money enter virtually any sphere 


of government. 
In consequence, he added— 


the balance of power designed by the architects of the Constitution has been 
fundamentally altered. 

And, of course, it has been altered toward a tremendous expansion 
of the power and authority of the Central Government. 

We have long had the concept of “paramount dominion” and the 
doctrine of the “supremacy of Federal law”; and recently even the 
principle of preemption by implication has increased the extent to 
which the Central Government and the Court can go in enlarging 
and consolidating the Federal powers. 

It is an erroneous and mischievous application of the general wel- 
fare concept to claim that whatever is in the interest of the Nation 
is, by that fact, a proper subject of Federal action. 

In the broadest sense, everything that we do, as individuals, as 
families, as local communities, and as States, is for the good of the 


people. 

The Federal Government has no monopoly on the promotion of 
the general welfare. If we are to respect and preserve the concept of 
our government as one of a balance of powers between central and 
local governments, and also between government and the private 
economy, we must reject the doctrine that would allow the Central 
Government to be the sole judge of what functions and services it 
shall perform. 

The fact that the Nation has an interest in the education of its 
children, the housing of its families, their health, diet, and material 
comfort, the constructive use of leisure time, and their cultural, 
moral, and spiritual advancement, is no warrant for the assumption 
that government at any level should provide all of these things. The 
Nation’s interest is certainly no mandate for action by the National 
Government. 

The one matter of greatest national interest is the preservation of 
individual incentive and effort in the economic and democratic proc- 
esses which combine to make the American what he is. 

He became this, not because his government so legislated and pro- 
vided, but because he and his fellow countrymen undertook and did 
for themselves what no government representatives could or should 
do for them. The multiple interrelations of a free society have pro- 
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vided the opportunity, environment, incentive and reward which are 
the intangible resources of the Nation. 

The preservation of these rich resources does not depend so much 
on the National Government as on the perpetuation of the best of 
the Nation’s home-grown strengths and characteristics. 

An uncontrolled, uninhibited Federal authority to determine the 
matters of national interest on which the Central Government should 
act is the more dangerous because it violates the principle of self- 
government. 

It would substitute Central Government domination for free local 
determination, conformity for differences of opinion, the mistakes of 
a Central Government for those which it would be better that the 
people made for themselves. It would replace flexibility with stag- 
nation, and self-reliance with dependence on Federal edicts. 

Moreover, it would disregard the great diversity of local conditions 
and viewpoints which naturally exist throughout a country as large as 
the United States, with a virile population capable of attending to its 
own governmental affairs if allowed and encouraged to do so. 

The paradox of uniform central control is that 1t must be uniform 
to avoid the charge of discrimination, although all of the circum- 
stances and conditions demand that there be diversity of rules and 
procedures in different places. 

Evidence of local capacity and inclination to deal with local prob- 
lems without central guidance and support is found in the rise of 
State development councils and the conspicuous success of some of 
these agencies. 

These councils and similar State-local organizations have the tre- 
mendous advantage of versatility, and of thorough knowledge of the 
local conditions which may require attention. 

In addition to the councils and other organizations that are being 
established within the States for dealing with matters of intrastate 
concern, there now are large possibilities for interstate cooperation 
and regional compacts. Where there is no vigorous, responsible State 
action the allegation of serious necessity prompts the Federal Govern- 
ment to step in, and it has only one answer for everything, and only 
one remedy, which is to spend more money. 

The foregoing paragraphs provide an answer to one of the ques- 
tions posed by your committee, namely, whether the Federal expan- 
sion into fields of traditional State responsibility has been due in 
large measure to the failure of the States to act. 

It is true that the States might not have acted speedily in all cases, 
but there is no reason to believe that State and local officials are 
unaware of the genuine needs for public services or that they are 
wholly unresponsive to popular demand. 

Given the situation described by former Governor Peterson, that by 
spending money the Congress may enter virtually any sphere of gov- 
ernment, it is more reasonable and more logical to attribute the Fed- 
eral expansion to Federal aggressiveness than to State reluctance. 


Secretary of Agriculture Benson described this tendency when he 
said: 


It somehow seems easier to impose progress on localities than to wait for 
them to bring it about themselves. 
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The Commission dwelt at length on the limitations and deficiencies 
of State constitutional and statutory provisions as an important rea- 
son for failure of the States to act more efficiently and aggressively. 

These conditions are not beyond correction. It is possible that 
progress in this direction has been delayed because of the readiness of 
the Federal Government to provide the funds, thereby relieving the 
States, to some extent, of the pressure to correct their own handicaps 
promptly and adequately. 

In the list of questions prepared by your committee the issue of 
elimination of all grants is not directly raised, although it is brought 
in on a conditional basis. Official policy of NAM on grants-in-aid is 
directly pertinent. 


Adopted by the board of directors, February 8, 1957, it reads : 


Federal collaboration in State and local responsibilities should be confined to 
leadership through research and advice. It should not extend to initiation or 
subsidy of, nor to other financial participation in, the functions of those juris- 
dictions. 

The fiseal position of the States, their local subdivisions, intermunicipal or 
interstate agencies should not be supported by direct Federa] payments to 
them: and therefore, use of grants-in-aid by the Federal Government should be 
terminated with all practical promptness. 


A corollary position of broad nature which is also germane to the 
issues this committee is considering is the association’s policy of 
State-local initiative versus Federal control, adopted by the board 
of directors, February 8, 1957: 


An unwholesome concentration of power in the Central Government now 
exists as a result of increasing judicial liberalization of the powers of Con- 
gress to spend money and impose controls in fields theretofore reserved to the 
State and local governments. The future of the Federal system of government 
as a Union of States, and of the American system of free, private competitive 
capitalism demands a decrease of this concentration and a diffusion of power, 
resources, and responsibilities among the several levels of government or a return 
to the private economy. 


To accomplish this result: 


1. The Federal Government should restrain exercise of its powers, observe 
prudent fiscal and related policies, and by efficient reorganization, manage more 
competently the services delegated to it. In Federal-State relations, the Cen- 
tral Government should limit its activities to the ends of strengthening State 
sovereignty, promoting acceptance by the States of their full responsibilities, and 
encouraging the establishment of interstate compacts as a means of dealing 
with regional problems. 

2. State and local governments, separately or in cooperation with each other, 
should accept and discharge greater responsibility for the performance of pub- 
lie services and functions appropriate to their jurisdictions. 

3. Individual citizens and voluntary groups should attend more closely and 
constructively to the affairs of their own State and local governments, to the 
end that dependence on the Central Government for doing the things that should 
be done at home may be terminated. 


With your permission I should like to submit for the record the 
report of NAM’s Government Economy Committee, entitled “Main 
Street versus Washington, D. C.,” which substantiates the two policy 
positions just quoted. 

Among the important reasons for these policy positions are the fol- 
lowing: 

First, the Federal Government has nothing of its own to give away. 
The money that is given to States or local units must first be col- 
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lected from the people in taxes, or borrowed from them by issuing 
bonds. 

The grant system has gained its popularity from, and owes its 
strength as a fiscal device to, the illusion that Federal money is free 
money. 

Second, the net effect of the grant system is to transfer income 
from some States and sections to other States and sections. Opposi- 
tion to this procedure is not a harsh or cruel attitude. State and 
local pride must be swallowed when there is steady, continuous de- 
pendence on the support which others are forced to provide. 

The most effective way to put every State and every section on a 
self-supporting basis is by a cut in the Federal spending, a revision 
of the Federal tax system, and a reduction of the Federal taxload, 
so that a larger share of the Nation’s available fiscal resources may 
be left at home for the support of such functions and services as the 
citizens may desire of their Government. 

Third, the great need of the principal beneficiary States is not for 
Federal handouts but for more capital with which to develop their 
own resources. The Federal grants do not supply capital nor are 
they a substitute for the measures which should be taken to make 
capital accumulation possible. 

The reduction of Federal taxing and spending would mean far 
more for the States than a continuation of the grant system. 

Fourth, all protestation and statutory provisions to the contrary 
notwithstanding, the Federal grants do involve Federal supervision 
and control of the uses to which grant funds are put. The Commis- 
sion made the following concession: 

It, (the grant system) divides responsibility and offers ample opportunity to 
dodge it. There is joint provision of policy, finances, and administration, but 
National and State action do not mesh perfectly. 

The States must wait for Federal appropriations to plan their budgets for 
grant-aided activities; State policy must be geared to national standards and 
conditions; and State administrators must accept national supervision. 

Finally, the grant system, which now includes more than 50 pro- 
grams and is expanded in each succeeding budget by recommenda- 
tions for new programs, must necessarily operate under uniform 
procedures, regardless of the variety of local conditions. 

This tends to undermine the freedom and flexibility of action which 
is so essential to progress in a country as large and diversified as the 
United States. 

There is always more than one way to deal with a particular prob- 
lem. The rigid uniformity of Federal rules and procedures prevents 
the States from competing with each other in finding methods that 
prove most effective for dealing with their local situations. 

Long ago Prof. E. A. Ross referred to the advantage gained by 
the freedom of 1 State to experiment for the other 47. 

He added that the other States watch these experiments and follow 
suit if the results are encouraging. Enforced conformity with rules 
prescribed by a central office remote from the local scene tends to 
increase cost, frustrate local administrators, and delay achievement. 
Former Governor Driscoll, a member of the Commission, has cited 
the following example, relating to a Federal-aid airport at St. Louis: 


Washington said that a sand base was needed on which to pour concrete. 
Masterminding from a thousand miles away, the Federal Government refused 
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to believe that the airport, dredged out of the Missouri River, was itself a 
sand base upon which city engineers had satisfactorily laid conerete for years. 
An official job had to be done the official way: four inches of river sand had 
to be scraped off the airport; hauled away, and replaced with four inches 
of similar sand that was purchased and hauled in. 

Many of the grants involve relatively small amounts, and could 
be terminated at once, with no serious effect on State programs or 
finances. This would not be the case with the grants involving large 
amounts of money or forward contract commitments. 

However, the termination of such grants can be done by degrees, 
and the States should be put on notice that they are to be weaned by 
progressive reductions, either through diminishing appropriations or 
formula changes which would reduce the Federal share eventually 
to the vanishing point. 

It is clear that whatever may be the attitude of State and local 
officials toward the grant system, they are not likely to take strong 
initiative for its reduction or repeal. The leadership must come from 
the Federal side, and here your committee is in a strategic position, 
for your recommendations will carry great weight with Federal and 
State authorities, and the people. 

It is encouraging to see the many signs of renewed interest in the 
Federal-State problem. All of us look forward hopefully to con- 
structive results from the work of your committee as well as from 
the new Federal-State Action Committee initiated by the President. 

The Commission suggested the importance of Federal leadership 
when it said: 


The National Government now has within its reach authority well beyond 
what it requires for ordinary use; forbearance in the exercise of this authority 
is essential if the Federal balance is to be preserved. 

Another question submitted by your committee relates to the ability 
and willingness of the States to take over the programs which are 
now supported by Federal grants, assuming discontinuance of an 
equal amount of Federal taxation simultaneously with discontinuance 
of the grants. 

Obviously, reduction of the Federal taxload would increase the 
fiscal resources available to States and localities by leaving more of 
the peoples’ money in their own pockets. It would have the further 
advantage of enabling the people to save more for investment in the 
development of natural resources and increased production of wealth 
generally. 

Just how any particular State would obtain funds from its citizens 
for these programs should be entirely a matter of State-local de- 
termination. 

As to the willingness of the people in the various States to provide 
support for any federally aided programs turned back to them, the 
record of State and local expenditures demonstrates their readiness 
to provide needed services, despite the great handicap of the present 
Federal taxes. 

Since 1948, for example, aggregate State and local spending has 
increased, percentagewise, about as much as the Federal spending. 

A notable example is the progress being made in dealing with school 
classroom shortage. A survey by the Council of State Chambers of 
Commerce reveals that — 
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the school facilities problem will be well under control within 4 years in the 
great majority of the States. Also, the problem can be under control in the 
remaining States with the expansion of effort they are capable of exerting and 
very likely will exert if the anticipation of outside assistance is killed for 
certain. 

It appears reasonable that a similar response will be made by the 
States to any other public service need which the people consider to 
be genuine and urgent. 

A slogan which emphasizes the sense of local responsibility is: “Let 
us keep our own money at home and we will do the job.” 

When the fiscal resources available to the States are increased by 
restriction of the Federal spending and retrenchment of the Fed- 
eral taxload, the people can and will see that the job is done at home. 

To believe otherwise, to say that important governmental tasks will 
not be done without Federal “needling” and “handouts,” is to deny 
that the people have the capacity for self-government. 

A final aspect of the problem of intergovernmental relations re- 
lates to the size and cost of government in the overall. The issue of 
Federal grants is only a part of this larger problem. 

Elimination of the grant system and reduction of the Federal tax 
burden correspondingly would mean substantial progress toward re- 
ducing the size, power and cost of the Federal Government. 

But your Committee on Government Operations faces a still broader 
problem and still more challenging task which can be best stated in 
the following principles from an earlier NAM publication entitled 
“Bring Government Back Home.” 

These principles are: 

1. In a country which seeks to retain free, popular government, service re- 
sponsibilities should be performed by the smallest units competent to handle 
them satisfactorily and economically. 

2. The areas of national interest and concern in which only the Federal Gov- 
ernment can adequately serve the national good must be distinguished from 
other areas in which State, or State-local action constitutes as good, or a better 
way of promoting the national interest. 

No greater service can be rendered to the Government and the 
people than that which your committee can perform by courageously 
and objectively facing up to the task of delineating the service and 
functions area within which only the Federal Government can and 
should operate, and by recommending that all other Federal opera- 
tions should be trimmed away. 

A streamlined Federal Government such as would result from this 
kind of surgery would still be large enough to require the full time 
and talents of Federal officials and the Congress, and to provide full 
scope for those who are politically ambitious. But it would not be 
so large as to overburden administrators and legislators as they 
now are. 

It would mean a return to the political philosophy of that great 
President who said: 


The people should support the Government, and not be supported by it. 


Mr. Founratn. Thank you, Dr. Lutz. You have certainly made 
an excellent statement of the point of view you represent. It seems 
to be well thought out. Your statement is certainly a challenge, not 
only to this committee but to all who serve in places of public trust 
and to the people themselves. 
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I wonder if you would be kind enough for the record to tell us 
briefly something about the NAM, how it is constituted, who they 
represent, and what its purposes are? 

Dr. Lurz. The membership, as I indicated in my opening state- 
ment, is something over 22,000 companies mainly engaged in manu- 
facturing, of course, although I think there are some associated mem- 
bers in different fields. 

The NAM’s policy procedure is to operate through a series of com- 
mittees. I think in all we have some 12 or 13 policy committees, and 
the ones which have developed these policies are in the Government 
finance area: a committee on Government economy, a committee on 
Federal taxation, a committee on money, credit, and capital forma- 
tion. These committees consist of anywhere from 200 to 350 mem- 
bers. Every member company of the NAM gets a questionnaire, 
usually along in the fall, on which they are invited to indicate the 
field of interest in which they would like to serve during the coming 
year. From the responses to those questionnaires, as many first 
choices as possible will be granted so that in the end we get for the 
12 or 13 policy committees something like 3,000 or between 3,000 and 
4,000 members who are willing to serve on various committees. 

The committee procedure is to develop, usually with the assistance 
of staff, studies of the sort that you see there in that bulletin I have 
submitted for the record, on the subjects of current interest to that 
particular committee and within its area. 

The committee meets, considers, discusses, reviews the material 
that has been presented to them, develops condensed policy positions 
such as those that I have read to you. 

Those are submitted to the board of directors. The board of di- 
rectors consists of, I would say, in the neighborhood of 160 members 
elected by geographical regions. 

I think every State is represented by one or more directors and then 
there are some directors at large, and so on, so that the board of di- 
rectors is a fairly representative cross-section of the NAM member- 
ship just as the committee membership is. 

The board of directors have established a rule that no policy posi- 
tion is to be approved except by a two-thirds vote in support of that 
position, so that when policies are finally approved, they represent 
as nearly as you can by this kind of procedure a reasonable statement 
of the views of the membership on the particular issue. 

Mr. Fountarn. Thank you very much. [I gather from your state- 
ment, which is very frank, that the NAM is unalterably opposed to 
the Federal grants-in-aid to the States? 

Mr. Lutz. This policy position, which is dated February 1957, is 
only the last reaffirmation of a similar policy which as far as I know 
has been established policy for 8 or 9 years or perhaps longer than 
that. It is not a new thing. It has been a consistent and considered 
attitude on the part of NAM that the grant system should be ter- 
minated. 

Mr. Founrtatn, Has the NAM made a detailed study of each of 
these approximately 50 grant programs that you referred to? 

Mr. boin Not recently. Some 8 years ago a much more detailed 
study of that sort was made, and the results were set out in the book 
that I referred to which we call Bring Government Back Home. We 
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have not made the same sort of detailed study of the present situation 
on grants as we made at that time. 

Mr: Fountatn. Was the conclusion of your organization then that 
none of those grant-in-aid programs were justified ? 

Mr. Lutz. Yes, I would say so. 

Mr. Fountat. In other words, NAM takes the position that there 
are no circumstances, certainly with which they are familiar, which 
justify the Federal Government giving subsidy or fimancial assistance 
to the States to operate any of the States’ programs. 

Mr. Lurz. Yes, sir, by and large that is true. I would not want 
to say that the NAM is so rigid and inflexible in its judgments as to 
take the position that there are no conceivable circumstances under 
which some action of that sort might be justified. 

Mr. Founrtarn. Certainly none with which they are presently 
familiar. 

Mr. Lurz. None that we see in the situation today. A good many 
of these grants were initiated during or under emergency conditions, 
but unfortunately instead of being terminated when the emergency 

assed, every one of them or practically every one of them stayed on, 
ater has grown, expanded in cost, looks forward to an indefinite fu- 
ture, and that is the sort of thing we are opposed to. 

Mr. Founrarn. That seems to have been the trend. Have there 
been any emergency Federal aid programs which the NAM approved, 
assuming they would be cenpiinabial upon the expiration of the so- 
called emergency ¢ 

Mr. Lurz. I don’t. think of any such, and certainly there are none 
such on which the NAM has taken a definite policy position. 

fr. Fountarn. What about the hospital construction program? 
Have they taken a definite position on that ? 

Mr. Lutz. Not specifically. It is included in our overall position. 

Mr. Fountain. In your overall position. 

Mr. Lurz. And I might add that one of the functions of the NAM 
Government economy committee is the preparation of an annual 
mans the budget. I thought I had a copy of it here but apparently 

on't. 

Oh, yes, I do. In that annual study of the budget—this is the one 
for 1958 called How and Where to Cut the 1958 Budget-—in each of 
these budget studies for a number of years we have referred specif- 
ically to certain areas. You bring up the question of hospital con- 
struction. I recall that that has been mentioned 2 or 3 times as being 
the sort of thing that there is really no justification for Federal par- 
ticipation in. 

Mr. Fountaxn. In other words, in that study NAM takes the posi- 
tion that the States have certain definite responsibilities which they 
themselves should undertake, while the Federal Government has its 
own; that when the Federal Government enters one field and attempts 
to give assistance or financial aid, such help is an incentive or opening 
wedge for it to enter another field and to continue entering fields 
where the States have the responsibility. 

Mr. Lurz, I certainly think it has.a multiplying effect. 

Mr. Fountain. And that there should be no exceptions to the gen- 
eral principle of NAM that the Federal Government should not in 
any way undertake to help the States financially ? 
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Mr. Lurz. Yes, I would say as a general rule our position is that 
there should be no exceptions. An indicated situation may arise in 
which that position would be modified. 

Mr. Fountarn. You don’t know of any exceptions which the NAM 
has made thus far to that general rule? 

Mr. Lutz. No. 

Mr. Fountarn. All of us recognize that within the States there has 
been the philosophy, certainly among most of the States, that the 
strong should help the weak. For instance, in some States there 
are very poor counties where the revenues from taxation are insufli- 
cient even to build schools. Under the so-called equalization process, 
the richer counties in most States have recognized the necessity of 
bearing a good portion of the burden. 

Mr. Lurz. Yes. 

Mr. Fountarn. And that is true in many instances. Do you believe 
that as a parallel situation, or comparative to that, the wealthy States 
have any obligation to assist the poor States in providing needed and 
essential public services ? 

Mr. Lurz. No, I don’t think there is any parallel at all. The mu- 
nicipal subdivisions within any State are the creatures of the State 
itself. The State can change municipal boundaries. It can change 
by adding to or cutting up the existing districts or consolidating them 
so that you have an entirely different situation within the State than 
you have in the relationship between the Federal Government and 
the States. The Federal Government can’t wipe out a poor State 
and consolidate it with another adjoining in order to make a 
larger district that would have more taxable sources, so there isn’t 
any parallel at all really. 

It is true we have entirely too many municipal subdivisions of every 
description, counties, cities, townships, school districts, library dis- 
tricts, and all the rest of it running up, I suppose well over 100,000 
for the whole country. 

Many of them haven’t any justification for an independent existence 
as a@ municipal corporation at all. Yet the people have a strong 
feeling for home rule, and you realize, Mrs. Dwyer, in New Jersey 
we have that situation to a considerable extent. 

Hudson County, which in area isn’t any bigger than the city of 
Pittsburgh has as I recall something like 28 separate municipalities 
in it. Of course that does become a ridiculous administrative situ- 
ation. It persists because there are recognized political obstacles 
and barriers, and yet it is not beyond correction. 

It can be corrected. As Secretary Benson said, maybe they will 
do it by themselves, but we certainly can go too far and too fast in 
forcing them to improve their condition by taking these steps. 

They just have to sweat their way through it as far as I can see. 
But I certainly wouldn’t accept for a minute the idea that there is a 
parallel between the intrastate situation and the Federal-State rela- 
tionship. 

Mr. Fountatrn. In other words, you do not agree with the conten- 
tion that this policy of the wealthier States helping the poorer 
States as an equalization measure should be achieved by use of the 
Federal grant-in-aid method. 
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Mr. Lurz. No, I would deal with what you call the poorer States 
in the same way that. I would deal, as a general economic problem, 
with the people who have low income earning capacity. 

I would build them up, and certainly not try to carry them along 
by taking away from somebody else and supporting them. You 
know the story about the high-school teacher who had these 2 students 
and the Pasning grnde was 75. One of them got 90 on the examina- 
tion and the other got 60. Now he said I think we should equalize 
this, taking 15 percentage points off of Sam who got 90 and giving 
it to Bill who got 60 and then you will both pass. 

That is not the way to improve poor scholarship. It is not the 
way to improve the backward economic condition of a particular 
section of the country. 

Mr. Fountrarn. What suggestions would you make as to how they 
might be built up? 

Mr. Lurz. I think I said in my paper that the principal thing they 
need is capital. Most sections of the country have substantial na- 
tural resources of one sort or another. They all have a reasonably 
industrious and able population. 

The thing they aaa is investment to develop these resources, what- 
ever they are, whether it is minerals or timber or agriculture or in- 
dustry or whatnot. 

The only way in which you can get capital is by reducing the 
taxload so that there is an opportunity for more saving and invest- 
ment. In view of the relatively good opportunities for investment 
in undeveloped sections as against the competition you have to face 
in a highly developed region, I think capital would flow into these 
States and they would presently become strong in their own right. 
They will never become strong in their own right if they depend on 
Federal grants for it. 

Mr. Founrarn. We have heard from representatives of the munic- 
ipalities and the counties. They say their hands are so tied by the 

tate governments, especially the legislatures, that they are forced 
from necessity to call upon the Federal Government for assistance. 

Do you have any comment on that? For example, no municipal- 
ity in my State can raise any revenues except such as are authorized 
by the State legislature. 

Mr. Lutz. That’s true. As I said before, all municipal subdivi- 
sions are creatures of the State. The State does tie their hands prob- 
ably in many cases further than they should be: You have obsolete 
provisions with respect even to the assessment of real estate and per- 
sonal property in many places, so that they are not adequately draw- 
ing upon even that limited resource. 

But in addition to that, it is true that the States do determine not 
only how much they can raise, determine how much they would get 
out of State grants from sales taxes or income taxes or gasoline taxes, 
and determine what their borrowing limit might be. Those are mat- 
ters for correction within the State. I submit again that they will 
never be corrected if the cities can bypass this problem, which is a 
problem at the State and local level. If they can continually bypass 
that and get money from the Federal Government directly to the 
cities—incidentally a practice which the Commission on Intergovern- 
mental Relations said is very unwholesome and undesirable to ever 
allow the Federal Government to bypass the State government and 
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go directly to local subdivisions with its money—you will never cor- 
rect the situation as long as they can get their money from the Fed- 
eral Government and as long as the Federal Government insists on 
pitching in and helping them out, the States will not act, even to 
correct the things that can be easily be corrected. 

Mr. Founratn. Of course, if the States and the local governments 
are going to undertake new programs and feel compelled to continue 
many of the programs which are now in effect, they will from neces- 
sity have to raise taxes, will they not? 

Mr. Lutz. They will have to get more money. 

Mr. Fountain. They will have to get more money ? 

Mr. Lutz. Whether they increase the present taxes or devise other 
methods of getting that I think is a matter of local determination. 

I never want to tell any State how they should proceed to do that. 

Mr. Founratn. I understand that. However, if an area does not 
presently have industry and it has essential public-service programs, 
it certainly wouldn’t encourage industry to come in by raising taxes, 
would it? 

Mr. Lutz. I am not so sure that that would be the inevitable result. 
I think that industry or business generally will develop and flourish 
in areas where there is a reasonably good opportunity to carry on 
business or industry, and obviously they have no greater incentive to 
go there than to stay where they are as long as the Federal taxload 
is as heavy as it is and would hit them just as hard in the new section 
to which they might move as where they are today. I think the key 
to that, the solution to that thing is to reduce the Federal taxload and 
reduce the Federal budget and then let the free play of market and of 
economic opportunity determine where business and capital will go 
and I think you would get the best result that way. 

Mr. Fountatn. That certainly would at least partially open the door 
of opportunity to local people. 

r. Lurz. And I think that is what they need more than continued 
handouts myself. 

Mr. Fountain. Mr. Naughton? 

Mr. Naueuton. Dr. Lutz, if the Federal taxload were lessened sub- 
stantially, wouldn’t the competition among States to attract industry 
through lower taxes result or tend to result in lowering of State taxes 
rather than raising of them ? 

Mr. Lurz. Let’s follow that through. Suppose by reducing the tax- 
load in Louisiana or Missouri, Arkansas or some of the relatively unde- 
veloped, economically undeveloped States, suppose they did draw more 
investment in there and develop more business. 

There isn’t any reason to believe that their revenues would shrink 
by reducing the taxes any more than there is reason to believe that the 
Federal revenues will shrink by cutting the Federal taxes from their 
present exorbitant level ? 

Mr. Micuet. Isn’t it a matter of fact that after some of the excise 
taxes were reduced, we found the total take enhanced by the reduction 
of the rate? 

Mr. Lurz. We had that experience during the 1920’s when there was 
a substantial reduction of the Federal tax rates without any serious 
loss of Federal revenue. 

The economic growth of the country will provide an enlarging tax 
base more rapidly even if the tax rate is reduced. 
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I wouldn’t worry about a State losing revenue by cutting tax rates. 

Mr. Naveuton. Isn’t the total tax revenue from industry, for exam- 
ple, likely to be lowered through the process of the Federal Govern- 
ment giving up tax revenues and the States competing to see which 
one can attract industry by lowering taxes? 

Mr. Lutz. O. K., suppose they do. Then the State that can get the 
largest inflow of capital for developing resources is going to be in the 
best position. 

Mr. Naventon. Isn’t the reduction in total tax revenue caused by 
competition going to make it awfully difficult for the States to take 
over the services which the Federal Government had formerly paid for 
with these tax revenues ? 

Mr. Lurz. Not if the reduction in tax rates results in maintenance or 
even the increase of revenues from the lower rates, I don’t see why it 
should interfere. 

Mr. Naueuton. Do you think that a lowering of rates would tend 
to result in an increase in total taxes collected ? 

Mr. Lurz. I think within a certain area of tax rate levels that could 
be true. I think you can have tax rates so high that you stifle busi- 
ness. You can, of course, reduce them to the vanishing point where 
you won’t get any revenue, but within the levels of tax rates that are 
now effective I think you have a very good chance of maintaining or 
even increasing revenues by reasonable tax-rate reduction. 

Mr. Naveutron. You have mentioned, I think, that you feel that 
the Federal tax rates are too high at the present time. Isn’t business 
at the highest boom level it has ever reached ? 

Mr. Lutz. Yes, in a rather shaky and dubious — The stock 
market just yesterday or the day before, and repeatedly from time 
to time, has indicated the uncertainty of the outlook regarding this 
high level, and of course you must remember also that there is a con- 
siderable element of inflation in it. 

The last figures or statement that I saw regarding the increase of 
gross national product, $4 billion increase in a certain period of which 
so far they could guess half was merely a chalking up of the price 
level, in other words, inflation. I am not trying to prophesy what is 
going to be the future of the present boom and how much longer it will 
last, but I think we do have to recognize that there has been a very 
considerable element of inflation in this increase in dollar figures rep- 
resenting gross national product. 

Mr. Naventon. Of course, the indications are that whatever else 
it may have done, the present tax rate apparently has not stifled busi- 
ness. 

Mr. Lurz. I think it has. I think it has very definitely restricted 
the flow of investment capital, and without that you can’t have a con- 
tinued expansion of business except by inflation. And what we 
need 

Mr. Founrarn. I would like to say at this point that I agree with 

ou. 
, Mr. Lutz. Thank you. What we need, I think—— 

Mr. Fountarn. With respect to the flow of capital and the heavy 
burden of taxes. 

Mr. Lutz. That’s right, and what we need above everything else is 
to get the tax rates down to a level at which there can be a greater 
flow of savings and investment into new capital, because that is the 
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only sound foundation of continued prosperity. You can’t build it 
on inflation. 

Mr. Naueuton. There are some taxes, are there not, which the Fed- 
eral Government now collects which would be pretty impractical for 
the States to take over and collect anything like the same revenue? 

Mr. Lurz. I am not advocating that we single out any particular 
tax to turn back to the States, and the NAM would agree with Mr. 
Talbott’s position with regard to the estate and gift taxes, that they 
should go back to the States. 

The States invented them and perfected them. They fought all the 
issues through the courts; State and local officials administer estates. 
The whole system of probate law is a matter of State and local admin- 
istration. 

Estate and gift taxes belong to the States and should be turned 
back to them. I subscribe to that completely and of course NAM 
does. 

Mr. Naveurton. Of course that would be followed, would it not, 
by a substantial reduction in revenues collected through estate and 
gift taxes due to wealthy individuals taking up residence in the 
States with the lowest rates? 

Mr. Lurz. Well, so what? 

Mr. Founratn. That, too, is a matter of opinion. 

Mr. Lutz. That, too, is a matter of opinion. 

If a person wants to leave a comfortable home in New York or 
in New Jersey and go and live in the desert of Nevada just in order 
to save some money when he dies, why he is welcome to to it. 

Mr. Navenron. I am talking about legal residence. 

Mr. Founratn. Doctor, you, of course, realize that our questions 
do not necessarily reflect our own viewpoint. 

Mr. Luz. I understand. 

Mr. Founrarn. We are simply asking these questions for the pur- 
pose of getting into the record as fully and completely as we can the 
viewpoint of the NAM. 

Now, you cite the principle of the NAM that: 

Service responsibilities should be performed by the smallest unit competent 
to handle them satisfactorily and economically. 

Mr. Lurz. Yes. 

Mr. Founratn. I do not think anybody can disagree with that 
principle. But at our hearing yesterday representatives of municipal 
interests brought to our attention responsibilities that the cities and 
the counties, which are closest to the people, would like to perform, 
but which they are prevented from diiey because of State restric- 
tions which they say they cannot do anything about. This applies 
particularly to the large urban-metropolitan areas. 

Have you any suggestions or comments as to what might be done 
to correct that situation and thereby prevent the municipalities from 
being so ready, able, and willing to receive aid from the Federal 
Government ? 

Mr. Lutz. Well, I have no suggestion on that except to say that 
the correction .of State constitutions or State statutory provisions 
which now impose that handicap or restriction is fundamental as a 
matter of local interest and education. 
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The Federal Government cannot go to the State of Lllinois or the 
State of New York, and say, “You have got to change your consti- 
tution.” You will delay even the development of local sentiment in 
that direction in the States if you take off the load and thereby take 
off the heat of local citizens’ interest in that matter. 

I know that, and I have recognized the point of view of many 
municipal officials. They feel that they have this fundamental di- 
vision in the State legislature between the rural and the urban 
interests. 

The cities have the bulk of the population but according to rules 
of representation and apportionment, established 75 or 100 years 
ago, the rural part of the State controls the majority of votes in both 
the house and the senate in the State legislature, and it is a pretty 
tough job to persuade the rural representatives that they should cut 
their own throats by giving the cities enough representation always 
to outvote them. 

Yet, I do not think that that is an insuperable problem. If it is, 
then we would just have to admit that there is something seriously 
nee with our whole system of representative government by the 
people. 

I think it can be done, but I do not think it will be done unless 
we put enough force and emphasis into the problem of educating the 
people as to the significance of this at the State and local level. 

It cannot be done from the Federal level. It would not be done 
anywhere if you keep on giving them enough money so that you do 
not have to face up to it. I think if you start starving some of these 
places into that sort of thing you might generate enough force behind 
it to get something done. 

Now, the Commisison itself says there must be greater citizen 
emphasis and interest in State and local affairs. You can do a good 
job in this area alone if you will emphasize that point, that we have 
got to start at the grassroots to reform and get rid of the difficulties 
and the problems of government at the local and State level. I do not 
see any other way to do it. 

It cannot be done by force. It has got to be done by persuasion and 
education. The place to start that campaign is right down with the 

eople themselves. You might even convince some of the farmers 
in a State, like Illinois or New York, that in the long-run interest 
they had better consent to a rearrangement of their archaic consti- 
tutional provisions on some of these matters. 

Mr. Founrarn. In other words, you take the position that if the 
local communities and the States are either unwilling or unable to do 
these things for themselves, even though the things may not be done, 
it is not the business of the Federal Government to attempt to do it 
for them. 

Mr. Lurz. I think that by and large, I would agree to that. You 
do not learn to walk until you get up on your own legs and try. 
You do not learn to fly until you get pushed out of the nest, and the 
people will not learn to govern themselves properly unless they are 
forced to do it or persuaded to do it or allowed to do it, if that is 
what is involved. ; 

Mr. Fountarn. Of course, you realize that there is considerable 
opinion to the effect that the failure of the States to assume their 
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responsibilities has been one of the major factors in the growth of 
the national powers in this country. 

State inaction itself, it is comet: has been due in many instances 
to causes you have mentioned—antiquated constitutions that prevent 
vigorous and responsible State and municipal comune and the 
lack of fair and equitable representation in the State legislatures. 

Your organization is a very strong, a very “Shown and a very 
influential organization. It serves a unique and very useful place in 
America. What movements is your organization now engaged in, 
designed to encourage constitutional reform and fairer representation 
at the State level ? 

Mr. Lurz. Specially, on that particular matter, nothing that I know 
of except in the most general way. 

Our President, who is elected for a 1-year term, spends the greater 
part of the year traveling about the whole country and making in the 
aggregate probably hundreds of speeches, and in some of those, cer- 
tainly he does deal with this question of bringing government back 
home and making sure that the local citizens and the local districts 
in the States do face up to their responsibility. 

We have no specific program aimed directly at the revision of State 
constitutions. For one reason, I suppose, that is the kind of action 
which would be more appropriate for other groups, possibly the Amer- 
ican Bar Association or the American Political Science Association 
and organizations of that sort than an organization of manufacturers 
who, while they have this broad, general and very concrete interest 
in public affairs, have not undertaken so far to deal with a specific 
matter such as that. 

Mr. Founrarn. Your organization has taken the very vigorous 
stand, supported by many people in the country, that there should be 
no Federal intervention in any of these programs, that they are re- 
sponsibilities of the States. 

In fact, you feel that all of them are the responsibilities of the 
States, generally speaking. Do you not think that your organization 
through some of its industrial representatives within the States, is 
able to do a little educational work—to encourage the people within 
the States to assume more of their responsibilities and to recognize 
— maybe they themselves are able to do or should do many of these 
things ? 

Mr. Lurz. I think that is entirely possible. I should say that in a 
number of States, there are various affiliated groups, groups affiliated 
with the NAM, not directly members, State manufacturers associa- 
tions and various trade associations and organizations in various 
States, and that, perhaps, because there has been a recognition of a di- 
vision of labor between the national organization which aims to oper- 
ate mainly in the national field and these State groups which have a 
kind of prerogative for State and local matters that the NAM as such 
has not tried to push too hard, although I would certainly dgree with 
you that any friendly counsel that could be passed along to the State 
and local trade and business organizations would be very helpful and 
constructive in reaching a solution of this matter. 

Mr. May. Mr. Chairman. 

Mr. Fountarn. Mr. May. 

Mr. May. On that point, it seems to me, as you have noted possibly 
in the last couple of days, I have felt that it is not just a question of 
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perhaps informing from time to time, that you are in favor of study- 
ing more of the Federal-State relationships or programs that should 
remain in the State. 

I think it is a question of actually developing a program on the 
part of all these organizations that have some influence over our people 
one way or another. I mean as many organizations as we could 
possibly get to help implement this study that we are making. 

If we come to conclusions on the committee, certainly the Congress 
is going to have difficulty in enacting a lot of them if the sentiment of 
the public of the United States is not behind it. 

Therefore, 1 would like to suggest and recommend that the more 
your organization could do to stimulate interest in this idea, the better 
off the country would be. It is similar to the other organizations 
we already have before us. 

Mr. Lurz. I think that is a very good suggestion and I will return 
the compliment by saying that I think this committee has a wonderful 
chance for leadership right here in developing out of all of your 
inquiry and deliberations a logical and sensible program of procedure 
by which we cannot only educate but persuade action in this direction. 

This is one of the things that I think we are warranted in looking 
to your committee for leadership and guidance on. You will have 
a much better and a more com fetely rounded picture of the whole 
situation at the end of your study than any one private organization, 
lacking your facilities, could possibly get. 

I think I can say for the NAM that any good and appealing and 
sensible program of that sort that you might develop will unques- 
tionably have the wholehearted support of the association. 

Mr. Founrain. Even though it may not dot all the “i’s” and cross 
all the “t’s”, 

Mr. Lurz. I thought we were talking here about ways and means 
of persuading the States to correct their own constitutional and stat- 
utory difficulties so that they can do the job. We would go along 
with you on that, I am sure. 

Mr. May. Of course, you may not agree with all of our conclusions 
but at least you have viewpoints that would stimulate people to think- 
ing about Federal-State relationships which, I think, are important 
to get to the people. 

Mr. Lurz. Frat is true. 

We would approach your conclusions in the same, I will say, ob- 
jective, and I think it is a reasonably objective way, in which we 

ave approached the studies of the Hoover Commissions and the 
studies of the Kestnbaum Commission and any other proposals looking 
to the general good. 

Mr. Founratn. I can assure you, of course, that this committee is 
trying to be and I think will be just as objective as it possibly can. 

Mr. Lourz. I am sure of that. 

Mr. Founratn. I am sure you realize and I am sure the NAM 
realizes that in spite of that fact we have in the Congress many vary- 
ing philosophies, beliefs, and convictions, and that any conclusions 
reached is a matter of compromise of various viewpoints. 

Mr. Lurz. They say it is differences of opinion that makes horse- 
racing and I am sure if everybody in the Congress of the United 
States had only one mind and only one party, God help us. 

Mr. Fountain. We would be in bad shape. 
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Mr. Lurz. We would have the same picture as Russia has. 

Mr. Fountatn. Mrs. Dwyer. 

Mrs. Dwyer. I am very happy, Dr. Lutz, to have you with us from 
New Jersey this morning. ' 

Mr. Lutz. Thank you. 

Mrs. Dwyer. Yesterday, Mr. Talbott proposed that there be a re- 
survey of Federal grants-in-aid programs and spending levels be 
established and terminal dates set with a view toward gradual and 
orderly withdrawal by the Federal Government from this field of 
responsibility. 

Do you Believe that this would be a practical and effective approach 
to the problem ? 

Mr. Lutz. I think I indicated in what I said that in the case of the 
large grants, large amounts of money, it would not be practical to 
cut them off day after tomorrow. I think the language of the NAM 
resolution was they should be terminated with all practical prompt- 
ness, which would mean, I think general agreement with Mr. Talbott’s 
position that so far as possible we determine in each case some kind 
of a terminal date and a procedure, whether by formula or otherwise, 
of whittling the Federal share down so that by the arrival of the 
terminal date, the Federal Government would be out of the picture. 

I think that was his idea, was it not? 

Mrs. Dwyer. I believe so. 

Now, Dr. Lutz, I was surprised that in looking up the Federal 
records for fiscal 1956, that New Jersey received from the Federal 
Government a total of over $86 million for separate programs in 
grants-in-aid compromising both direct. grants-in-aid and assistance 
other than direct grants. 

From your knowledge, do you believe New Jersey presently would 
be able to assume responsibility for a large portion of these programs 
other than those dealing directly with the national defense ? 

I ask you that because you are from New Jersey. You are familiar 
with the tax structure of the State, the narrow based taxation that 
we have in the State, and that this program alone for 1956 is equal 
to more than one-fourth of our State’s total general budget exclusive 
of capital outlays. 

Mr. Lurz. Then, we are more fortunate than I had supposed, but 
your figures do not agree with those that I have here. 

Mrs. Dwyer. You mean on the Federal grants-in-aid ? 

Mr. Lutz. Yes. This is a tabulation which you have undoubtedly 
seen. It was compiled by the Tax Foundation dated January 23, 
1957, and it indicates the payments to the States, a distribution of 
$3,356,000,000 in Federal grants-in-aid in 1956 and an estimate of 
the amount of New Jersey money and other State moneys that these 
grants cost. 

Now, in the case of New Jersey, their figure is $57.4 million in 
Federal grants. They estimate that those grants cost the State of 
New Jersey $137,600,000. In other words, for every dollar of Federal 
aid that New Jersey got, the citizens of New Jersey kicked into the 
Federal Government $2.40. That is not a very profitable undertaking 
from the standpoint of New Jersey, if these figures are correct, and 
I think they are reasonably correct. 

Mrs. Dwyer. But my point is this, sir. 
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That may be perfectly true and they are using that argument very 
effectively, for every $2 that we send to the Federal Government, we 
get $1 back. But what I am trying to say to you is this: 

With all the programs that we have, urban redevelopment, school- 
milk program, lunch programs, polio-vaccine which we had last year, 
tuberculosis program, maternal and child health, old age assistance, 
would your State Legislature in New Jersey be willing to take up 
the slack and would the State be willing to have a broad-based tax 
which they would have to have to carry on some of these programs? 

Mr. Lutz. All I can say to that is that if we are going to give u 
$57 million in Federal grants and are going to get ourselves relieve 
from $137 million in Federal taxes, I think it would be quite possible 
for the State of New Jersey to raise another $57 million if that is all 
they would have to do to replace the Federal grants. 

They would still keep home something like $80 million that they 
are now sending to Washington, 

Mrs. Dwyer. You are familiar with State legislatures. Do you 
think that they would be willing to do it? 

Mr. Lutz. Mrs. Dwyer, I would not want to make any assertions 
on or off the record about what the New Jersey Legislature would be 
likely to do, but I think even in New Jersey if there was enough 
demand from the citizens of New Jersey for action, they would get it. 

Mrs. Dwyer. For clarification, my analysis shows New Jersey re- 
ceiving over $57 million in direct grants in aid. The balance of the 
$86 million is to individuals. 

Mr. Lutz. I am merely talking about grants to the State. That is 
all these figures relate to. 

Mrs. Dwyer. Plus direct Federal grants. I would like to ask you 
one more question. 

I would like to preface this question dealing with urban redevelop- 
ment by reading into the record of these hearings an editorial which 
appeared this week in the Elizabeth Daily Journal—one of the out- 
standing daily newspapers in my home State of New Jersey. The 
editorial reads as follows: 


Fear Drives CrTres TO OVERHAUL 


Eight of America’s largest cities are committed to expenditures of more than 
$2 billion of internal renovation—slum clearance, freeways, bridges, public 
structures, parking garages, community centers. This recently compiled total 
is exclusive of schools and does not reckon millions of dollars of private capital 
going to the replacement of rehabilitation of dwelling and industrial property. 

New York, Philadelphia, Pittsburgh, Washington, Chicago, Detroit, St. Louis, 
and Los Angeles are the centers from which the data were derived. Other 
major cities also are moving slowly to the same purpose, but lesser communities 
appear to be hesitant. 

The eight named are no more affluent, relatively speaking, nor are they more 
ambitious for continued growth and a persistence of prosperity. They obviously 
are more alert to their plight. 

That alertness, however, bluntly speaking, is superseded by fear. Responsible 
public officials and perceptive business leaders are cognizant of the menace of 
obsolescence, which is a retrogressing ailment. Derelict and insanitary housing, 
archaic industrial buildings, cramped and obstructed roadways, bottleneck 
bridges, down-at-the-heels public facilities stagnate any city. From that evolve 
the flight of business and the exodus of population; always the better elements 
in both are the ones that depart. 

Recognizing the danger of that situation, New York (now toppled to third 
rank among the cities of the world) and the other largest American centers 
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are lifting their own faces and urging private capital to participation in the 
municipal renovation. Modernness, cleanliness, and abundant public facilities 
will stay the dispersal of residents and business and entice new families and 
new employment and new tax ratables. 

Now, it is significant to me that in certain American cities, efforts 
are being made to encourage participation by private capital in the 
fight against the problems of obsolescence which are slowly chokin 
so many of our urban centers. Do you believe, as a representative of 
the NAM, that industries and businesses having sizable investments 
in the various urban areas such as Elizabeth also have a responsibility 
to help those areas meet their redevelopment problems? Is it not to 
the long-range benefit of these industries and businesses to participate 
in municipal redevelopment ? 

Mr. Lutz. I would not want to say that the NAM as an official 
organization has any particular responsibility regarding the city of 
Elizabeth. That is not what you mean, is it ? 

Mrs. Dwyer. I mean in any city undertaking slum clearance, 
whether it be Elizabeth or Camden or New York City or wherever 
you have a heavy concentration of industry; do you feel that indus- 
tries have some responsibility in that city to invest private capital 
for slum clearance? 

Mr. Lurz. I do not know that I would regard it as the particular 
responsibility of the Standard Oil of New Jersey to invest any of 
its profits in urban redevelopment in Elizabeth, Camden, or Newark 
or any place else in New Jersey. 

Still, maybe I am missing the point of your question as to Standard 
Oil or any other company. 

I come back to my fundamental proposition. If you need capital 
funds for investment in new apartment houses or any other improve- 
ment which has a reasonable prospect of successful venture, you will 
only get it by reducing the tax rates so that there will be savings that 
people can have to invest. 

As long as the Federal Government is taking what it is, starting at 
20 percent on the first $2,000 and going to 91 percent on everything 
above $200,000 of an individual income, and taking 52 percent of 
everything that a corporation makes over and above $25,000, there 
just is not going to be any money to invest even in the most desirable 
projects. 

Now, the insurance companies are doing it, and you might get some 
private capital through the organization of companies to put up 
housing projects or apartment houses or things of that sort. 

It is not there. It would not be there until you get the taxload 
down so that there will be a margin that people can invest, and also 
when the tax rate is down and you make some money on your invest- 
ment, you keep some of it. 

You do not have to give it all back to the Government. It is a 
heads, I win; tails, you lose deal on the high rates of income tax. If 
I lose on my venture, I am the one that is out of pocket. If I make 
some money on it, most of it goes to Washington. You are not going 
to get investment in any kind of risky enterprise under those condi- 
tions. The only way you can stimulate investment is by reducing the 
rates so that first, the people have some money left which they are able 
and willing to save, and secondly, so that they will have something 
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left out of the income from that investment in case they succeed and 
make a profitable venture. 

Mrs. Dwyer. They have, though, a civic responsibility in the 
towns and in the cities where you have blighted areas; do you not 
think so, sir? 

Mr. Lurz. Yes, I think this whole question of blighted areas and 
slum areas is something that maybe needs a good deal more detailed 
study as to cause and solutions than I have ever given it or that any- 
body else has so far as I know. 

We say, here is a blighted area. Well, what blighted it? What 
will prevent it from being a slum area in another generation even 
if you pull down all the old houses and put up some new ones. Maybe 
it takes a very fundamental, far-reaching study in order to discover 
what it is that causes dry rot or blight or slums in a great crowded 
metropolitan area. 

I am not sure that we have any guaranty that slum clearance 
means the complete elimination of slums. Maybe we have to do 
something about the way in which people live and their standards of 
housekeeping and street cleaning and so on before we say that we 
have licked the slum problem merely by tearing down the old tene- 
ment and putting up a new tenement. 

Mrs. Dwyer. Sir, what I am trying to do and trying to ask you 
is to find a means by which the cities will not bypass the State legis- 
lature and go to the Federal Government for help in that partic ular 
project which most people agree today, with the investment of 
private capital, has been a very fine one for the cities. 

Mr. Lurz. I think, perhaps, we have covered that in my colloquy 
with the chairman here, as to the ways and means by which you can 
develop a greater sense of State responsibility, State and local re- 
sponsibility plus the removal of the obstacles and barriers in the State 
constitution and in the laws of the State by which greater freedom 
and flexibility and mobility of action can be developed. 

Mrs. Dwyer. I would like to insert in the record at this time, Mr. 
Chairman, the grants-in-aid given to the wealthy State of New Jersey. 

Mr. Founrarn. If there is no objection, we will insert that in the 
record. 

(The document referred to follows :) 

The New Jersey aid figures are as follows: 


Direct Federal grants-in-aid to New Jersey, fiscal year 1956 


Agricultural experimental stations.__.............-.-.. ~~... $338, 916 
Cooperative agricultural extension work___--------------_-----_-- 317, 510 
I nice ariel el racemes ciety 1, 467, 597 
en en ne emecneoesienoeneearieeys 24, 338 
State and private forestry cooperative._._............._-....-.... 118, 391 
Commodity Credit Copperation.. 2265.0. 1, 615, 207 
SSOP CTAOON FN i ION isc ih a ste bedi bee mtnce beep tpnpen tines ecerencsioent 1, 009, 440 
Removal of surplus agricultural commodities___......._.._..-.._- -_ 2, 550, 650 
iw sero-) ogera: Bispor, program. nscale 355, 050 
Bureau of Public Roads—highway construction_________________-__ 10, 183, 697 
Agricultural, mechanical, college grants___.._.__.__-.--.--__-__--- 118, 233 
Cooperative vocational education.__._______----_-......---_--_---- 643, 742 
School construction and survey, emergency___...--__---_____-__-__ 508, 546 
Maintenance, operating schools, emergency___----------__----_-_- 1, 419, 670 
TR RS ES a Ee a a dS AE RT 43, 892 


Pa II i casi Sane cased ab ieee ieee ad aaa dn as eiep is 125, 037 
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Direct Federal grants-in-aid to New Jersey, fiscal year 1956—Continued 


CRIES I ee nn a $231, 712 
Pe nn SEE comnuccaigtenabensarerpcieren 106, 600 
Mental Hemith activities. 2.) 2) ea ae eee 85, 551 
QGameen Central ta ccbiisi cite ceendculiitiinwenliiegnsdéls eles. 65, 090 
TIGR TERRORS ROBCEO a ctneciteerriceeiniereedmeiuieandiedes 24, 889 
Fe Ne 5 I a oc etlis seniinssnn seccaiddneaterhnamnimarenguliendieatia timate 852, 144 
Hospital construction, survey, planning....._.._...--...---.-..--- 93, 632 
Construction community. facilities...........-....... 8, 170 
Maternal and child health services__........... 2.2... Lee 157, 365 
Gripnled children Gir VIGOR ic sis icccteeisctin sniinbian en ebinlwe ada 213, 833 
Tr i 81, 091 
CORRES SNE o.oo ow mteiarertvectenninaesel am nie indiaaed anaes 8, 581, 678 
AE te ' Gepeient Gan en ca nena senna 5, 057, 865 
Aié ‘te permanent, totally Gisable@su oss a a es 1, 741, 503 
Aid to the blind___-_-_ ee a TORE ee ie | ee ee 450, 615 
gy i pe he PO ees ee ee ee a ee 7, 873 
VGRRSCEIER GNU OO NIE INONIR Gs ois a:csinsactcrts cenlinmiiiatceeaibastin iain cilenbeaeeiatieramiedian 724, 549 
a Ean * Sr NII nc eS ek eased eran acne 108, 777 
Migratory UEPG Comer VENIOR: 2 i Ee ee en i dX. 48 
Unemployment compensation, employment service___..---__--.---- 9, 886, 842 

Civil defense : 
PD II nae ig cece choses tntietilincccnsat eda sbesiiecod 180, 091 
SFR IN aos ee cis eccn is cg cs ss eed ec caensdeeeieneneae deemed 100, 000 
Urbeis renewal i wii di canecnedionanebrecaplal dad ketcinpeaa meal 2, 277, 676 
Urban: panning: ansietanee..2.udk. 4. a ee eb 24, 710 
VELA: TOCCIAE, SUR iactate esse bes nlaatigeidninntivinbdins tended 5, 353, 954 
Omes TOP GiAGOie BONGINTE, GRIP No ik cash emnevrse enon 113, 179 
VE, CaM peree CRUE IMU: | UNE WU oc cerca cs egaciniainamsiatineandibaamael 15, 301 
Total grant payments (43 programs) direct_____.__.__________ 57, 379, 654 


Federal-aid payments other than direct grants and loans, fiscal 1956 


Agricuitdral conservation program: — ee $597, 694 
National Q@uard; Air Foree2c26 VU eh he 1, 804, 070 
National Guard: Ati 6 nics nee thee oe ad 10, 835, 749 
National Cancer Institute, research... nonin dco nie ieteiiannnecenss 102, 038 
National Institute Allergy, Infectious Diseases, research_.....____ 53, 654 
FRCSCGUEL “HRUUNES UMUC COUT * TIN Cl oe ee menneesanreenins 31, 137 
National Institute Mental Health, research_..-__..------_--_-_ 27, 832 
Divisio’ Researciy Crantts nies lth eee hic 40, 702 
National Mental Health Institute: 
OE IEEE ocak cc ccihecinie rh hectiepaendenttien Amst nd atte eta i i 12, 000 
TIO icine cat ai eg enc op in encores chceaee. eee echoes ah cope nadeenedadamiaeenmemiicnmadai 13, 083 
National Institute Neurological Diseases, Blindness, fellowship___ 1, 542 
National Cancer Institute, fellowship__.......-._...-...-...--_. 8, 974 
National: Hamrs. ngtitat6.o.6n necsind cect nnsddnacieieetnenaimece seis 1, 730 
National Mental Health Institute, fellowship__.......--.-__--____ 2, 400 
Unemployment compensation, veterans_......_....--------------- 1, 349, 433 
Unemployment compensation, Federal employees___......-------- 1, 070, 516 
National Science Foundation : 
ROCCO Rica sins sg wath te nhintcnses ciate ahatn ess etal ail 276, 430 
cies 3 cc ctrcnthak Giver toebtitaedtinnatakatinieeanaae 95, 855 
Antéomobilés Tor disabled Warerete. gk eee seeitnesetent 48, 000 
VA readjustment benefits and vocational rehabilitation.__......-_-_ 12, 658, 439 
Total payments (20 programS) ....1<6-.2.--22--onnenesnnns 29, 031, 149 


Total grants-in-aid to New Jersey (63 programs) in both 
CERRO Te or eee eae rn caste tiennaty cand hpoied 86, 410, 803 


Mr. Lurz. That includes the grants to individuals as well as the 
governmental units? 


99741—58——-11 
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Mrs. Dwyer. Yes, sir. I think it is very enlightening for the 
citizens of New Jersey to know about. 

Mr: Fountatn. Of course, as it was testified to yesterday, Doctor, 
the municipalities do not completely bypass the State government 
in that, before the municipalities and other local units of government 
can participate in these programs, they do have to obtain State leg- 
islative authorization for partic ipation. | 

Mr. Lutz. That would be a lot easier to get than removing the 
obstacles so that the States could do it. 

Mr. Founraty. This question is relevant only as it relates to the 
philosophy which you have expressed, but I think the committee 
would be interested in knowing what the position of the NAM has 
been with respect to our mutual-secur ity program, also known as for- 
eign aid. 

Mr. Lez. Here is our latest budget study. In this particular 
study, which was based upon the President’s budget for the fiscal 
year 1958, which was submitted to Congress last January, we took 
the position that there should be a rather substantial reduction in 
the mutual-security fund. As I recall, the estimated expenditure in 
1958—here are the figures—$4,350,000,000. We suggested a reduction 

of $2,250 million in that. 

I was rather surprised and pleased, I must say, to learn, after our 
study had been submitted to the Board and approved, Senator Byrd 
had a suggestion somewhat in the same area, and that the National 
Farm Bureau, I think it was, one of the farm organizations, also came 
up with a $2 billion cut in foreign-aid funds, so we did not feel that 
we were altogether out on a limb and in the cold by ourselves on that. 

Mr. Founrarn. I do not think you were, either. As a matter of 
fact, I think I voted for every amendment providing for cuts in the 
mutual-security bill, and ultimately voted against it, but not because 
I am essentially opposed to the mutual-security program, but because 
of this particular bill and what I think it might lead to. I am asking 
the question to determine whether or not the NAM has approved the 
policy of a mutual-security program. 

Mr. Lurz. I think the general policy has been approved by our 
committee on international relations, although I am sure they have 
their own reservations about the extent of it and about the manner 
in which it is being handled and probably about its effectiveness, also. 

Mr. Fountarn. Of course, you realize that our mutual-security 
program takes into account, the problem of human suffering and 
human need in undeveloped countries which are our allies and with 
whom we hope to do business even though some of the expenditures 
may be wasteful. 

If that is true, is there not some merit to the position of people 
who say we should also recognize the problem of human need and 
human suffering within our own country? Where local governments 
and States are “doing all they can but cannot meet these needs and 
solve these problems of human suffering, shouldn't the Federal 
Government participate on a partnership basis, at least temporarily, 
in an effort to solve those problems and meet those needs? 

Mr. Lutz. I think you have drawn a very interesting parallel, 
and I am sure that the NAM has not faced up to the parallelism 
suggested by your question. 
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I think that the right answer and the answer that I would person- 
ally give would be that what these backward countries need primarily 
is first to increase their food supply. They need to eat better. They 
need to have instruction in agriculture. They do not need tractors. 
They need hoes and rakes and plows to begin with and not expensive 
tractors. They need to know how to produce more and better food. 

Second, they need to know how to improve their health conditions. 
They need instruction in public-health administration. Now, those 
are things that you do not need a lot of money in India or Burma or 
any other part of the world to accomplish. You need trained people 
and a very small sum of money would send trained people into those 
areas to show them how to increase their food supply and how to cut 
down on the public-health problem that they have. 

In the third place, I would say probably what they need is good 
public administration. The oper ation of a good many of those coun- 
tries leaves a great deal to be desired as far as efficiency and even 
plain honesty in government is concerned. 

[ am sure the NAM would subscribe to that sort of thing. In fact, 
[ think at one time there was an expressed policy that aid to back- 
ward, undeveloped countries of that sort was the proper thing. So 
far as large grants are concerned, I would say myself, and I suspect 
the NAM would agree, that it is much more desirable to have their 
economic development proceed from private investment rather than 
through Government grants. 

Now, you must recognize that the political situation in some of 
these countries is very unattractive for private investment. Nobody 
would want to invest capital in Egypt today. 

I doubt if they would be very much interested in investing much 
capital in India with their professed goal of a Socialist common- 
wealth in which al] productive wealth would be ev entually owned by 
the Government. 
What is the use of our giving them money if they are going to 
behave like that. I am sorry for their suffering and their misery, but 
[ do not think we are going to benefit ourselves in the long run and 
we are not going to benefit them in the long run if we give India, 
for example, large grants of our own people’s money which they will 
simply use to hasten the coming of their Socialist commonwealth 
in which all productive wealth ‘will be owned by the Government 
itself. 
Mr. Founrarn. I think many of us agree with the last statement 
you made. The thing that concerns many of us is that we have 
underdeveloped and underprivileged areas within our own country, 
and somehow it seems that some of those areas cannot alone change 
the situation. 
It is contended that the Federal Government is in a better position 
to give help to those areas, and I am just wondering whether the 
NAM feels that the Federal Government is ever justified in giving 
help to underdeveloped and underprivileged areas within our own 
country. 
Mr. Lurz. I would again say 
Mr. Fountatn. Financial help. 
Mr. Lurz. Our general policy position would presumably exclude 
that, but I think that if you put it on a disaster basis, I do not think 
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that NAM would have any particular quarrel or objection, if there 
is a genuine disaster situation which, no matter how great the poten- 
tial resources of a State or a community might be, they cannot be 
marshaled to relieve that disaster situation promptly enough to avoid 
a great deal of suffering and the loss and damage, that assistance 
under those conditions would be entirely proper and would not be 
in conflict with the spirit of the NAM policy on grants. 

What we are opposing is a permanent, continuous policy of Federal 
support, not the sporadic or the incidental or the emergency sort of 
thing that nobody with any conscience could possibly object to. I 
think there is a big difference between those two views. 

Mr. Fountatn. Thank you very much, Dr. Lutz. 

You have given the committee a lot of help, I am sure, and we 
appreciate very much your taking the time to come down and give 
us the benefit of your thinking. 

Mr. Lutz. Very glad to do it, Mr. Chairman. If we can help in 
any other way, you know where we are. 

Please call on us. 
Mr. Fountatn. Thank you, very much. 
The committee will stand recessed until 2: 30. 
(Whereupon, at 12:30 p. m., a recess was taken to reconvene at 
: 30 p. m., the same day.) 


bo 


AFTERNOON SESSION 


Mr. Founrarn. The subcommittee will come to order. 

Let the record show that a quorum is present. We are happy to 
have former Congressman Andrew J. Biemiller, formerly representa- 
tive of the Fifth Congressional District of Wisconsin. He served in 
the 79th and 81st Congresses. 

I am sure, Mr. Biemiller, you can well appreciate the problem which 
confronts this committee because of that experience. For the pur- 
pose of the record, Mr. Biemiller served in the Wisconsin Legisla- 
ture from 1936 to 1942, served as special assistant to the Secretary of 
Interior 1951-52. He comes from the district now represented by our 
colleague on the committee, Congressman Henry Reuss. 

Mr. Biemiller is the director of the department of legislation, Amer- 
ican Federation of Labor and Congress of Industrial Organizations. 

Weare very happy to have you with us, Mr. Biemiller, and you may 
proceed with your statement. 


STATEMENT OF ANDREW J. BIEMILLER, DIRECTOR, DEPARTMENT 
OF LEGISLATION, AMERICAN FEDERATION OF LABOR AND CON- 
GRESS OF INDUSTRIAL ORGANIZATIONS; ACCOMPANIED BY 


FRANK L. FERNBACH, ECONOMIST, DEPARTMENT OF RESEARCH, 
AFL-CIO 


Mr. Bremitter. Thank you, Mr. Chairman. 

The AFL-CIO appreciates this opportunity to appear before you 
today to discuss the vital questions you are considering. Unfortu- 
nately, the time afforded to us to prepare a comprehensive statement 
covering all aspects of the report of the Commission on Intergovern- 
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mental Relations—in the face of other legislative matters now pend- 
ing—has been inadequate. 

T herefore, in addition to a brief expression of the general viewpoint 
of AFL-CIO on the overall problem of Federal, State, and local 
relationships, we are submitting for your information and considera- 
tion several documents which develop our views on specific aspects of 
the question in substantial detail. I will itemize these submissions 
at the conclusion of my remarks. 

American labor has long been conscious of the necessity and inevita- 
bility of changing functions and responsibilities in the relationships 
between the various levels of government as the Nation grows. Our 
awareness has emerged from our own experience as we have sought 
solutions to new and pressing problems, and from the change in the 
relationships of trade unions themselves as they too have responded 
to changing times. 

Years ago, when almost all business enterprises were small and 
locally ow ned and operated, most of the problems of the worker’s daily 
life were resolved in the community in which he lived. Union 
interests, as a consequence, were essentially local too. Life was less 
complex and the role of government was, indeed, small. Public serv- 
ices were few in number and those provided were essentially local. 
In 1890, for example, the total outlay.of all governments—Federal, 
State and local—was only $847 million, and 55 percent of this total 
was spent by the local governments. Moreover, when public outlays 
for civilian services are separately considered, the expenditure share 
of the localities rose to 72 percent. 

In the years since then, the American economy has been trans- 
formed. More and more business enterprises have become national 
in scope. Goods, services and capital are now marketed over the 
entire Nation. Corporate giants now dominate the economy. For 
example, the 500 largest industrial corporations now account for an- 
nual sales of $175 billion and produce roughly one-half of the Nation’s 
total manufacturing and mining output. They make nearly two- 
thirds of the after-tax profits of all United States manufacturing 
and mining companies, according to Fortune magazine. 

This type of concentration has : extended to other economic activities 
as well. For example, our 6 largest national merchandising enter- 
prises have sales in excess of $12 billion yearly; our 6 largest public 
utilities now control assets exceeding $23 billion; the assets sof 5 giant 
life-insurance companies are now in excess of $45 billion; our 12 
largest banks control assets of over $60 billion. 

In today’s national economy, conditions of employment and of job 
and family security now depend more and more upon events that are 
determined outside of one’s local community. In order to cope with 
new problems in the changing American environment, local unions 
have also been forced to associate with regional and national labor 
bodies which function over a wider geographic area. 

Naturally, as local and State boundaries have lost much of their 
significance in a nationwide economy, the public service requirements 
of an increasingly urbanized and _ interdependent population have 
been changing and growing too. Local governments, and even the 
States, are now unable to meet many of these needs. 

The story of lagging State and local revenues in the fact of rising 
public service demands requires no retelling here. The tragedy of 











162 FEDERAL-STATE-LOCAL RELATIONS 


archaic State constitutions that allow rural minorities to continue 
to dominate the legislatures of most of the States—and to ignore the 
critical needs of essentially urban populations—has been told again 
and again. Clearly, an overhaul of the methods of electing State 
legislatures and improvement in the relationships between the States 
and their localities have long been overdue. Yet, even substantial 
progress at the State and loc al levels would hardly reduce the func- 
tions and responsibilities of our Government at the national level. 

The constitutional requirement to regulate interstate commerce 
must be borne by the Federal Government. The welfare of all busi- 
nessmen, all consumers and all workers depends upon fair and equal 
standards governing commerce between the States. Standards af- 
fecting the competitive relations of businessmen to each other, stand- 
ards of management-labor relations, and fair standards affecting the 
wages and hours of workers are now all basic to the general w elfare. 
This national responsibility just cannot be relegated to each State nor 
should any State be allowed to adopt st: andards below those estab- 
lished by the Federal law. 

Other Federal responsibilities which affect the operation of the 
entire national economy just cannot be ignored. The regulation of 
interstate public utilities and of banks and stock markets, the con- 
servation of natural resources, the effort to meet the crisis in agricul- 
ture, all involve national economic problems which the States cannot 
cope with in an interdependent economy such as ours. 

The growth of Federal grants-in-aid to the States and local goy- 
ernments—and likewise the concurrent growth of State grants to 
their own localities—also reflect new governmental responsibilities 
that changing times and needs have brought about. 

The important principles which underlie intergovernmental grants- 
in-aid justify more than more discussion of the alleged “freight 
charges” involved in transferring revenue from one unit of govern- 
ment to another. 

In the first place, grants-in-aid—through the use of the matching 
ES reerenes age the recipient States and localities to under- 
take, and to give financial support to, new forms of. public service 
which are deemed vital to the broader interest. 

In addition, grants-in-aid enable poorer governmental units to 
raise their minimum standards of public service to a level which 
would not be achieved without them. 

The AFL-CIO regards intergovernmental grants-in-aid to be es- 
sential in a humane and ine reasingly interdependent nation. Surely 
all children, regardless of the accident of their place of birth, deserve 
an opportunity to get an adequate education. Surely, the indigent 
in this land of unequaled wealth are entitled to a minimum standard 
of subsistence. Surely, all of us have a stake in safeguarding the 
public health. Surely, the provision of adequate highws ays and hos- 
pitals in all parts of the country are essential to national secur ity as 
well as to the welfare of the local citizenry. 

At a time when many Americans, the members of this subcommit- 
tee among them, are sincerely striving to discover ways of raising 
the efficiency of government at all levels, a dangerous campaign to 
prevent the National Government. from fulfilling its necessary fune- 
tions and responsibilities has been launched by powerful groups. 
Capitalizing on widespread distress over the heavy burden of Federal 
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taxes which events continue to force upon us, these special interests 
are seeking to undermine the regulatory and service functions of the 
Federal Government and are manipulating public opinion for their 
selfish ends. 

The weary taxpayer, scarcely aware that almost 80 cents of his 
Federal tax dollar must be spent to meet the cost of past wars and 
to prevent future ones, is potentially an easy mark for those who seek 
to destroy the prestige of, and the fulfillment of necessary functions 
by, our National Government. 

What are the hidden objectives of those who cry most loudly that 
the Federal power must be returned to the various States? 

First, by both legislative and administrative action they seek to 
weaken the important regulatory functions of the Federal Govern- 
ment, activities that advance the welfare of all of us. They seek to 
undermine effective Federal control of interstate public utilities. 
They seek to return to the States—where their influence over legisla- 
tures is exceedingly great—the authority to determine the role of 
management-labor relations. T hey seek to end Federal custodianship 
over natural resources that belong to all of the American people. They 
seek to undermine the minimum national fair labor standatiis that 
have raised up the level of family welfare and have elevated the 
competitive standard of commerce between the States. 

In addition, an all-out attack is being waged against the Federal 
grant-in-aid programs. The idea is being spread ‘that if the money 
the Federal Government now raises for these programs was raised 
and directly spent by tht States themselves, the cost of administration 
would be substantially reduced. It is further implied that such a shift 
would also make possible a substantial cut in Federal taxes. 

The record shows that many of the States righters who talk loudest 
about reducing and even ending Federal grants-in-aid have been 
notoriously unsympathetic tow ard public expenditures for welfare 
aids, agricultural assistance, and natural resource dev elopment at any 
level of government. Their desire to see many of these programs end 
entirely can hardly be disguised. 

Without Federal financial aid and coordination, many public serv- 
ice programs would, indeed, die. In the first place, the poorer States 
just cannot afford to shoulder the added financial burdens which the 
Federal Government would relinquish. Furthermore, in many States 
reactionary legislators would vote against raising the additional 
money that would be required to maintain them. Moreover, even if 
State and local taxes were increased to make up for the loss in Federal 
funds, in most instances the money would come from levies that bear 
most heavily on those who least can afford to pay them. 

The real objective of the campaign against the Federal grant-in-aid 
programs is twofold. First, to reduce the total level of public service 
expenditures, wherever possible. Second, to shift more and more of 
the overall tax burden to the low and moderate income families of the 
Nation. 

The States righters know very well that if Federal expenditures can 
be shifted to the States and localities, a net gain for the wealthiest 
taxpayers and most profitable corporations will be achieved. 

This is due to the fact that, in contrast to our Federal tax system, 
the States and local governments extract a substantially greater 
portion of their revenue from low and moderate income families. 
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Whereas about 80 percent of all, Federal revenue comes from indi- 
vidual income and corporate profit levies, almost 60 percent of the 
tax revenue of the States is derived from sales taxes which bear most 
heavily on our poorest citizens. On the local level, property, sales, 
and payroll taxes are the major source of revenue and are similarly 
regressive and burdensome to those least abie to pay. 

It should be furthed borne in mind that about two-thirds of the 
entire burden of all civilian public services in the United States is 
already being financed by State and local taxes. Whereas the out- 
lays of the Federal Government not related to national security 
approximated $14 billion in fiscal 1957 State and local outlays paid 
out of State and local levies totaled about $28 billion last year. 

In addition, while the level of Federal tax collections has tended 
to be fairly stable in recent years, those of the States and localities 
have increased by more than 175 percent since the end of World 
War II, and continue each year to go higher. 

While the AFL-CIO is determined to resist with every resource 
at its command misguided or selfish efforts to undermine the Federal 
power to perform necessary national functions organized labor does 
not minimize the responsibilities the States and localities must meet. 
On the contrary, trade unionists everywhere work continuously to 
obtain a more enlightened response to public needs in city council 
chambers and State capitols across the Nation. Furthermore, we 
support, and often have initiated, actions to make State legislation 
more representative and to achieve more efficiency in governmental 
operations in the States and localities. The fact that we have often 
failed does not mean that efforts are not being made. 

The AFL-CIO agrees wholeheartedly with the recent statement of 
the Commission on Intergovernmental Relations that the role of the 
Federal Government must be constantly reappraised. Practices of 
all governments—like of all other human institutions—can quickly 
become outdated and inefficient. At all levels government must learn 
to readjust to changing needs and times and the process of reap- 
praisal, indeed, must be a continuing one. 

In conclusion, I wish to present for your information and consid- 
eration several reports, statements, and studies issued by the AFL- 
CIO and its spokesmen, which deal with various aspects of your 
inquiry in substantial detail. 

These include: 

1. Three minority reports of labor representatives on three study 
committees of the Commission on Intergovernmental Relations. 
These committees dealt with the unemployment compensation and 
employment service, the Federal responsibility in the field of educa- 
tion and Federal aid to welfare. The statements of AFL-CIO 
representatives appear on pages 65, 113, and 62 respectively of the 
study committee reports on these subjects. 

2. Recent testimony of the AFL-CIO before committees of the 
Congress dealing with the issue of supremacy of Federal laws in 
labor management relations, the school construction bill and Federal 
aid for distressed areas. 

3. Studies of the AFL-CIO on certain aspects of intergovernmental 
relations appearing in the AFL-CIO Labor’s Economic Review. The 
titles are: 
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“Extend Minimum Wage Coverage,” March 1956. 

“State and Local Taxes Hit Low-Income Families Hardest,” No- 
vember 1956. 

“Unequal Voting: A Challenge to Democracy,” December 1956. 

“Workmen’s Compensation in Crisis,” February 1957. 

“Help Our Schools Now,” March 1957. 

“Distressed Areas: A National Problem,” April 1957. 

May I say, Mr. Chairman, that those documents raise issues that are 
not only intergovernmental i in character but, for example, the one on 
workmen’s compensation deals with what is up-to-date practically ex- 
clusively a State matter, but in which there is a critical breakdown in 
our opinion in many of the States. These are studies which have been 
put together mainly by our research staff, and we feel that they do 
present our point of view on many of these issues which are in front of 
you at the present time. 

Mr. Fountain. Thank you very much, Mr. Biemiller. You speak 
for a very large organization which represents many people in Amer- 
ica, and we are very happy to get the point of view of that organiza- 
tion. You have given a very comprehensiv e statement. 

Mrs. Dwyer. 

Mrs. Dwyer. I have no questions at this time, Mr. Chairman. 

Mr. Fountatn. Mr. May. 

Mr. May. The only thing that comes to mind, of course, is the type 
of question I have been asking. It appears that you are interested, 
of course, as all the other organizations are, in reappraising through 
the intergovernmental relations here the various Federal-State rela- 
tionships which I think is commendable, and as I said to the other 
organizations, I think it is important that we all have a hand in help- 
ing the public opinion along and determining in everybody’s mind 
throughout the country just where the Government is heading. 

I notice in one section here you mention the fact that you feel that 
the AFL-CIO is vitally interested in improving the State legislatures 
and the State governments, which I think is commendable. Your pro- 
gram is a continuing one that is going on all the time, I assume. 

Mr. Breminver. C ‘onstantly going on. For instance, in that respect 
I would call your attention—I ‘believe all of you were furnished these 
documents, weren’t you, along with these statements—the Economic 
Review Study of December 1956, Unequal Voting, A Challenge to 
Democracy, in which we have analyzed every State in the Union in 
terms of what goes on in the way of representation in the legislatures, 
and this is something that we are constantly urging our State bodies 
to get into. 

I want one thing understood, which I think you all know, but it 
is an important point to make constantly. The AFL-CIO does not 
have any direct authority over its constituent State bodies. We can 
advise them. We urge them to do certain things, but they are on 
their own as far as State legislation and their State problems are 
concerned. There is, in other words, no authority in President 
Meany or any of the staff to tell Joe Rourke in your State or Mike 
Sverdlof what they have to do, but we furnish them with the infor- 
mation and try to persuade them to go along with these lines. 

That is done for two reasons. We don’t want to run a monolithic 
organization. It is the last thing the American laboring man wants 
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to do. Secondly, we also recognize we obviously can’t lay down a 
standard policy for every State legislature in ‘the United States. 
Everyone varies to the best of my knowledge rather extensively. 
But we do constantly keep making these suggestions to them. 

Another example of that would be the document I referred to a 
moment ago that was published in February 1957, Workmen’s Com- 
pensation in Crisis. We make certain suggestions, but it is up to 
those State bodies as to what they want to do with the ideas which 
we give them. 

Mr. May. Have you ever gotten into the area of trying to analyze 
State legislatures, whether they meet long enough, whether the sala- 
ries are ‘high enough, do they accomplish as much as you think they 
ought to, and things like that? 

Mr. Bremiier. | must say in candor that I won’t claim we have 
done any exhaustive such studies, but I know that most of our State 
legislatures have a very strong feeling that the salaries are, as a 
rule, far too low, and that that is one reason why you do have such 
very short sessions in some States, which we think are much too short. 
As a concrete illustration, though, of the kind of thing our people 
do, the Texas State Federation of Labor and the Texas ‘State Indus- 
trial Union Council just merged this week but they weren’t merged 
during the last session of the Texas Legislature, and they did back 
and were successful in passing a bill raising the salary of members 
of the Texas Legislature to $7,500 a year, and with the further under- 
standing that they now expect to have annual sessions, and they think 
that as a result that they will have a better legislature than they 
had in the past. 

Mr. May. And that was probably in cooperation with groups like 
yours and other groups interested in improving the State legisla- 
tures? 

Mr. matte Ek. Oh, yes. 

Mr. May. I noticed in the hearings here pretty much everybody 
agreed, all the organizations seemed to agree that some improve- 
ment was needed on the State level, and I think it is very commend- 
able that your organization is taking an interest in it. I would hope 
that your organization, just like the others, would keep this public 
information idea alive, so that we can get the general feeling of the 
people throughout the United States from all walks of life as to this 
problem, because, of course, it is a continuing one that has been going 
on since the country was formed. 

Mr. Bremitier. We have also urged I know in many States—and I 
again am not passing judgment on any individual States—that all 
States adopted the kind of thing that first appeared in my own State 
of Wisconsin, that is an excellent legislative reference service, because 
in some States you have virtually nothing, and the citizen or the legis- 
lator who is green is just lost. He has no one to turn to. I think all 
of you would probably agree this is a desirable kind of thing to have 
around State legisl: atures, so that we are interested in the machiner Vv 
of State legisl: atures just as much as we are in the content of the legis- 
lation which comes from them. 

Mr. May. I listen to your radio show ever so often, quite a bit driv- 
ing around as well as the other commentators and I notice lately they 
have been ment ioning various local projects such as helping Boy Scout 
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troops and things like that that Labor has been doing. Would this 
radio show perhaps be used to help promote this thinking of improv- 
ing State governments. 

Mr. Bremiiier. I think you have given us a very good thought 
there. I think we will have to see if we can’t utilize it in that respect. 
You have touched of course there upon a part of our organization that 
while it doesn’t deal with the direct problems in front of you, all 
community problems have some relation to you, and we are very proud 
of the ever- -expanding work of our community services division, as we 

call it, of the AFL-CIO and which we are attempting to bring more 
and more labor people into the work of the various community service 
organizations, but I think you have a good idea. We can utilize that. 

Mr. May. It seems to me that most of the organizations, as I say, we 
have interviewed here have specific legislative things they are inter- 
ested in, you know, as we hear throughout the session of Congress, but 
I believe that they can also be of great help in an overall educational 
vein throughout the United States on a broad basis of perhaps the 
issue we are discussing here, Federal-State relationships from the var- 
ious aspects one may wish to discuss. 

Mr. Bremtrer. I would point out again—I happen to have this 
lying in front of me—during the past 214 years we have run about a 
dozen regional conferences on unemployment compensation and work- 
men’s compensation and health and welfare and pension plans around 
the United States. We had one in New England about a year and a 
half ago that I attended, for instance. 

Now there we have a chance to talk these problems over with our 
people. They compare notes. We furnish them with comparative 
charts in these areas, whatever the area of that given conference may 
be, and particularly during times when the Congress and State legis- 
latures are not in session, we will intensify this activity, because we 
have more people available for doing this kind of an operation. 

But I want to assure you that there is no organization in America 
that tries harder to carry on a constant educational program among its 
membership on problems of all governmental units than does the 
AFL-CIO. 

Mr. May. Thank you. 

Mr. Founraty. Mr. Michel. 

Mr. Micnen. Mr. Biemiller, I take it from your testimony, through- 
out I get the impression that your organization in all these fields 
would much rather have legislation at a Federal level than at a State 
and local level. Why do I get that impression ? 

Mr. Bremitirr. I would restate that if I may to say that I think 
it is our opinion that most major problems have to be settled at a 
Federal level today or have to entail Federal assistance. 

Now let me give you an example though to show you that we are 
not talking exclusively about Federal legislation. T testified not so 
long ago before the House Education and Labor Committee on the 
question of a disclosure act on health and welfare plans, a matter that 
is very dear to our heart that we have been pressing for for the last 
3 years, because we are of the opinion that most of the evils that have 
grown up in this area can be solved through a disclosure plan. It is 
a matter which we have discussed with Seeretary Mitchell at some 
length, and actually the bills that we have been backing and the bills 
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the administration has been backing are so close together that if that 
was the only problem we could solve it in one night just sitting down 
together and working it out. 

At the same time while we say we want a Federal disclosure act, 
we have stressed the fact that traditionally in the United States con- 
trol over the details of insurance practices, of laws regulating insur- 
ance agents and the like are a State matter, and we outlined in that 
testimony to the House Committee on Education and Labor some sug- 

estions that we have made to our State organizations for reforms in 
State insurance laws that we would like to see made, but we are re- 
sisting any attempt to set up a Federal insurance department, if you 
will. The only thing that we want set up is this disclosure business. 

Now one reason for that though is also this, to keep it straight, and 
this again I think illustrates why we think some ian have to be 
Federal rather than State. 

The overwhelming majority of the workers covered under health 
and welfare and pension plans in the United States are in plans that 
operate in several States. They are not restricted to 1 State, and 
it is our feeling that if you have 48 State disclosure laws, that the 
burden upon some of those plans, of preparing 48 different kinds of 
reports for a disclosure law, would become unduly burdensome, and 
we think that it would be better to have that phase of this problem 
Federal, but leaving the control of the insurance aspects of health 
and welfare plans subject to State regulation insofar as fees and 
kickbacks and things of that nature are concerned, so that we are 
flexible on this thing, and I repeat, as I started in answering your 
question, that we think most of these problems are either Federal in 
nature or require Federal assistance. 

Mr. Micuex. We had several witnesses or at least one in particular 

yesterday made mention of this fact, that it may be a national prob- 
lem in the sense that all the States are faced with the same problem, 
but whether or not it should be handled nationally rather than in- 
dividually by the States is another thing. I forgot the terminology 
that he used, but it did make some sense. 
_ Mr. Bremiuier. Now of course, Mr. Congressman, when you get 
into matters in interstate commerce, and into most matters affecting 
the national economy, certainly General Motors doesn’t know any 
State lines, Du Pont doesn’t know any State lines, and furthermore 
the flow of money in traffic doesn’t know any State lines. 

If we are going to, for example, restrict State taxes on the Du 
Ponts to Delaware, I say that you are fleecing an awful lot of people 
in the other 47 States, because certainly the profits and the fortunes 
of the Du Pont family haven’t come exclusively from the State of 
Delaware. They have come from all of the other States in the Union, 
and I think it is very difficult in this day and age to talk about these 
huge national economic combines as being just within a State. They 
just aren’t. They are national in character and they owe an obliga- 
tion we think to the National Government. 

I think this is a problem that is frequently overlooked in the over- 
simplification that in our opinion some people do when they keep 
talking about putting everything back to the States and localities. 

Mr. Micuen. You mentioned too, I believe, that these other special 
interest groups, other than your own particular group, have a much 
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more profound effect upon State legislatures. For that reason as an 
organization you are opposed to the States assuming many of these 
obligations or responsibilities that are now borne by the Federal 
Government. Don’t you feel that your organization has just as good 
an influence with State and local legislatures as these other so-called 
special interests ? 

Mr. Breminuer. This varies a good deal from State to State, but I 
must regretfully say that in most State legislatures today that it is 
very easy for a combination of certain economic groups of the busi- 
ness and agriculture world to outweigh our influence because of the 
heavy overrepresentation of rural areas in most State legislatures. 
This has made it extremely difficult, in our opinion, to get what we 
consider to be sound financial systems, tax systems and the like 
adopted in many of the States. 

We state in our document one reason that we did not want some of 
these programs returned to the States is that even if they were con- 
tinued, that the burden of carrying them on would be shifted onto 
the lower and moderate income groups almost exclusively, with the 
heavy impact that a sales tax has upon those groups. 

Mr. Micuet. I was going to get to that. You have mentioned the 
predominance of rural areas in State legislatures, but your organiza- 
tion when it comes to farm legislation nationwide has in recent years, 
at least, gone along with everything that would give the farmer a 
higher subsidy. 

Mr. Bremiutiter. We have done that because in our opinion it is just 
as important to keep the farm sector of the national economy healthy 
as it 1s to keep the labor sector of the national economy or the busi- 
ness sector of the national economy healthy, and we are fearful that a 
further decline in farm income can well presage another serious de- 
pression just as the falling farm income in the late 1920’s was the 
first real danger signal of the tailspin that we got into so we do it 
in terms of what we consider to be enlightened national interest and 
not in any effort to work out any political coalition with the agri- 
cultural groups. 

Mr. Micuer. And you say in your statement, too, I believe, that 
if some of the tax burden or some of the tax-taking authority now 
enjoyed by the Federal Government were to be given to the State and 
local governments, that it would tend to be a regressive tax rather 
than share more equitably apparently as you feel it is now. Why do 
you take that position? Why do you assume that it will be a re- 
gressive tax ? 

Mr. Bremttier. May I call on my colleague, Mr. Fernbach from 
the research department, who has worked very hard in this area on 
this question ? 

Mr. Fernsacu. I am Frank Fernbach, an economist in the research 
department of the AFL-CIO. 

Our studies of the State and local tax situation lead us to conclude 
that the majority of dollars collected in State and local taxes come 
from regressive taxes, in other words, taxes that bear most heavily 
on those least able to pay. These are essentially sales taxes, direct 
and indirect, at the State levels. The sales tax has become the major 
revenue source of State governments and the reason these taxes are 
regressive is itself obvious. They are a charge against consumption 
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totally unrelated to the income level of the individual and his ability 
to pay. 

At the local level the property tax and the method it is adminis- 
tered is in effect almost always regressive, although a substantial 
amount of tough, hard reform at the local level while not making it 
a progressive tax, can make it more equitable in its application. 

Unfortunately, many hard-pressed municipalities are now resort- 
ing increasingly to the use of payroll taxes and sales taxes. The 
payroll tax applies almost exclusively to wage and salary earners 
and, as a matter of fact, in all instances it completely ignores income 
derived from dividends and interest. 

Now a good number of State constitutions prohibit the introduc- 
tion of the progressive tax principle within the States. Pennsyl- 
vania is a tragic case in point wherein a newly elected governor, who 
i had campaigned against the introduction of a general sales tax in 

Pennsylvania, nonetheless was completely frustrated in his efforts to 
obtain a constitutional convention to make it possible to introduce a 
progressive income tax. Finally, he was forced to accept a 3-percent 
sales tax in Pennsylvania because of the tremendous and growing 
financial needs of the State. 

This same problem exists in other States. In some it is constitu- 
tionally permissible to introduce a progressive State income tax, but 
you can’t get it passed because the legislatures are so apportioned that 
you can’t get enough supporters for progressive taxation, 

I think the point should be made that whereas only 17 to 18 percent 
of all State revenue comes from progressive taxes on individual in- 
comes and corporation profits, the amount could be much higher. Fur- 
thermore, there is a standing invitation extended by the Federal Gov- 
ernment to the States to introduce progressive income taxes. The 
principle of deductibility, under which a taxpayer can deduct his 
State tax before paying his Federal tax, means in effect that Uncle 
Sam is passing over to the State a share of the income tax total that 
the National Government would ordinarily receive. I think this is an 
act of the Federal Government in interstate-Federal relationships of 
great statesmanship whereby the Federal Government is in effect of- 
fering to share its revenues from income taxes with the States in order 
to encourage the use of the progressive income tax principle at the 
State level. 

Mr. Micuex. Of course, we are both aware that there are these peo- 
ple who say well, we ought to throw the whole Internal Revenue Code 
right in the can and we might very well have a national sales tax and 
all our problems would be answered. I certainly do not subscribe to 
that at all, but we would probably have an area of difference between 
your position and mine in how equitable our present personal income 
taxes are at their going rate, The thing that disturbs me is the fact 
that our personal income taxes are pretty 7 well hidden through our sys- 
tem of withholding from our employees. They are not actually aware 
of how much is being taken from them. As a matter of fact most peo- 
ple are concerned only with what their take-home pay amounts to. 
Your organization, for example, particularly when you are bargaining 
across the table, is concerned principally with take-home pay. 

That philosophy has gotten across to so many of the people that all 
| they consider is take- home pay and they seem to forget about that 
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growing part that just surreptitiously gets taken through withholding 
and they never see it. If they w ould only have that chance to put 
their hands on it for a few moments before giving it to Uncle Sam, it 
may make a little more impression. That is the one thing that I hate 
to see just go on without taking any steps at all to at least alert the 
people to w hat they are paying. 

Mr. Frrnpacu. May I say, Mr. Congressman, I think all people 
are aware that taxes are burdensome. 

Now our membership broadly is interested in take-home pay in the 
sense that that is what you have left to spend, but it also i is schooled 
in thinking in terms of “what is m: iy hourly rate of pay.” Therefore, 
our members are aware of what is left behind in the withholding 

process. 

[ think it is rather superficial to find merit in sales taxes which take 
pennies which add up to many dollars from the meager incomes of 
indigent people but spare the savings of the well to do, which of course 

sales taxes exempt completely. 

You can find much fovea’ for the payment of a direct tax, but the 
question can be raised does the person at the grocery store know that 
he is paying the sales tax? Whether he does or does not, regressive 
taxes justify little support because the inequity of these taxes is 
so obviously great. 

Mr. Micne.. I won’t quarrel with you on that point to a great de- 
eree other than to say I think they also forget, when they are talking 
about a sales tax, that I buy a Ford and I pay the sales tax on the 
Ford whereas the rich and the well to do will buy a Cadillac and pay 
a bigger sales tax on the Cadillac. 

Mr. Frrneacn. If you examine that situation it simply is that 
you are collecting what is called a proportional tax. The tax the 
low-income family pays on its Ford is so much greater in terms of its 
impact on the family’s living standard than the tax that is paid on 
the Cadillac. 

Mr. Bremiter. May I call attention to the study here on State and 
local taxes and you will find on page 3, two charts that show very 
vividly the lower the income the higher the tax percentagewise on 
sales and excise taxes, taken from a study published. The source is 
Professor Musgrave of the University of Michigan, some data he 
presented to the Joint Economic Committee in 1955. This is one of 
the serious deficiencies of the sales tax, that the lower the income 
the higher the percentage of income goes out in taxes. It is just the 
reverse. 

Mrs. Dwyer. May I ask a question, Mr. Chairman, on the subject 
of taxes? It is the position of your organization that the income tax 
is the fairest tax because it is based on ability to pay. Therefore, 
vou feel that because the Federal Government uses that source as an 
overall tax, that the grants-in-aid should come from the Federal 
Government because in your opinion that is the very fairest tax. 
You believe grants-in-aid then should come into the States because 
of the fairness of the overall tax on the Federal level, whereas on 
the State level you say there are all sorts of taxes that are not fair 
such as sales tax and excise taxes which we use in the State of New 
Jersey. 

In other words, are you for grants-in-aid from the 


Federal Govern- 
ment because of the fairness of the income tax ? 
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Mr. Bremiter. This is one of the major reasons; yes; and you will 
find in my testimony that I gave on the school construction bill this 
year, copy of whic :h is in the data that I gave to the members of the 
committee, that we make that statement very bluntly. We don’t try 
to kid any ‘body. One reason that we want a school construction pro- 
gram, a Federal school construction program, is so that we will begin 
to use the progressive income tax as part of the source of money for 
schools. 

Mrs. Dwyer. On school construction, since we got into that, then 
your position has never been that a school program on a Federal level 
should be on an emergency basis but should be on a continuing basis. 

Mr. Bremitzer. We have been very honest about that ever since 
1918. 

Mr. Frernpacu. May I add to Mr. Biemiller’s response that if all 
States, like the Federal Government, derived 80 percent of their in- 
come from progressive taxes, we would still support the grant-in-aid 
principle because of the fact that there certainly isn’t the wealth in 
a great number of our States, regardless of the tax form, to support 
the basic services that citizens need. 

Mr. Micuer. Would your organization be as flexible as vou say 
your minds are to this thing? Back in the old days when the coun- 
try was 90 percent agricultural and all our industry was concentrated 
in New England, that position could be borne out, but in this day 
and age there is not a State in the Union that doesn’t have some in- 
dustry and we are growing every day, and we ought not forget that 
wealth is derived not only from industry and business but natural 
resources as well. 

Mr. Frernpacu. One of the documents that Mr. Biemiller has sub- 
mitted with his testimony, Support Our Schools Now, shows that 
the divergency of per capita income in this country, State by State, 
is very great indeed. 

Not to take the lowest, but, for example, to take Arkansas. Arkan- 
sas’ per capita income is barely above a thousand dollars per person. 
The average for the country is $1,850 per person. You will find that 
in some of the States with the lowest per capita income, taxes per 
capita in proportion to that income are higher, considerably higher, 
than in our wealthier States. They are striv ing harder to meet their 
educational problems in relation to their per capita income than are 
many of the wealthier States. 

Now if all States used progressive income taxes, their taxes would 
be raised more equitably from a fairer distribution of the burden 
among their own people. But because Arkansas does not have the 
tax base, or Mississippi or New Mexico, that New York, Ohio, and 
Pennsylvania do, they do not—even with a greater effort—have 
enough income to support education at a minimum level which we 
feel American children should enjoy. Thus support for the grant-in- 
aid principle. 

Mrs. Dwyer. May I take up there just a minute. 

Mr. Fountarn. Go right ahead. 

Mrs. Dwyer. Does your organization support GATT ? 

Mr. Bremitter. Yes. 

Mrs. Dwyer. Then starting from there what is the position of your 
unions in States such as the textile industries States which have been 
affected by Japanese imports and so forth. Do your local or State 
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unions break away from your national policy in being opposed to 
that position because it is opposed to their own livelihood in that par- 
ticular State ¢ 

Mr. Bremer. By a coincidence I have just come from a con- 
ference on that type of question with some of our constituent unions 
in the lead and zinc industry. They are going to definitely appear 
in favor of a tariff on lead and zinc. This is not in accordance with 
the basic position taken by the AFL-CIO. Our basic positions are 
adopted at our national conventions, but just as I explained earlier 
to Congressman May, we don’t try to direct our unions to do any- 
thing. “They are autonomous. They have a perfect right to make 
these appearances, and you will probably find next year when the 
reciprocal trade agreement comes up a number of the constituent 
unions of the AFL-CIO will be saying “we don’t like this at all. We 
are opposed to it.” 

We don’t try to stop them from doing it. We recognize that they 
have that right. We think they are mistaken in terms of the over- 
all economic interest of the United States, but we certainly recog- 
nize the problem the way you put it, Mrs. Dwyer, that in terms of 
their own immediate economic interest they think they have got a 
different kind of problem. 

Now we have on the other hand as you probably know for the past 
several years urged some kind of an adjustment act that, through 
the use of subsidies or retraining programs or various devices which 
we have outlined, we think some special attention has to be paid to 
those areas or industries that are adversely affected by our inter- 
national trade programs. 

We don’t want to just desert these people either. We think the 
Government does owe them an obligation that if in furthering an 
overall international trade policy that some people get hurt in the 
process. we think we have a responsibility to those people, and we 
would like to work out a program that would be helpful to them. 

Mrs. Dwyer. Do you mean, sir, in such a way as sending relief 
money or subsidies into depressed areas to get them started in another 
type of industry ? 

Mr. Bremier. Precisely. That is just one approach. There are 
others that we would like todo. Of course, that involves as you know 
a retraining program in many instances on skills and the like, but 
there are various approaches of that nature. 

Mrs. Dwyer. Your rank-and-file union members aren’t very happy 
about that thinking. I mean, you have got a lot of education to do 
along that line. 

Mr. Bremitier. We are well aware of that fact. We know we 
have got a problem here, but we regard our obligation as the na- 
tional organization, whose policies come out of our national con- 

ventions, that we have got to first of all think of the national interest. 

President Meany has many times spoken out on this question as well 
as other responsible men, but obviously his speeches are the policy 
speeches that are made, pointing out that first of all we think that 
in the best interests of our country, that reciprocal trade is a sound 
policy. 

Mrs. Dwyer. Thank you. 
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Mr. Micuex. I might say that the chairman has been most kind to 
give the minority members way down the line here an opportunity to 
get in some questioning which usually isn’t the procedure under the 
strict seniority rule here in the Congress and we do appreciate it. 

Mr. Founrarn. Glad to do it. 

Mr. Biemiller, of course, your support of parity prices for the 
farmer is consistent with your support of a minimum wage for the 
wage earner, is it not? 

Mr. Bremier. We think there is a parallel. 

Mr. Fountatn. There is a great deal of parallel between the two. 
Farming, of course, is one of the basic means of livelihood in this 
country, and farmers provide the basic necessities of life. 

You made reference to the fact that certain taxes bear heaviest upon 
the people who are least able to pay. From the standpoint of the 
amount they pay, I think there is no question about that in many 
areas. However, if we had only an income tax for individuals and 
corporations within the respective States, very few States would actu- 
ally be able to support the public-school system, isn’t that true? 

Mr. Ferneacu. No. It will be observed that the table on the back 
of this study indicates that more than a dozen States have no general 
sales tax. Some of them raise 25 percent and more of their State 
revenue from income taxes. 

In the case of the State of Oregon, 43 percent of their total tax 
income is raised from individual income taxes and 10 percent from 
corporate income taxes. 

In the case of the State of New York, a total of almost 50 percent, 
49 percent of their total income, comes from these two progressive 
taxes on individuals and corporations. 

In neither this State or in about a dozen others are there general 
sales taxes. However, the tendency of States to move more and more 
toward sales taxes grows out of the dangerously antisocial competi- 
tion that has emerged between States in an effort to draw industry 
from one State to another. It is presumed that you create a friendly 
climate for business with sales taxes. For example, in West Virginia 
where I have spoken at special sessions of both the house of delegates 
and the State senate, when those bodies met as committees of the 
whole on this question, you have a State that did have a progressive 
individual income tax. It was raising $6 million when it was stricken 
from the books in 1942. It was a moderately progressive tax. The 
legislature killed it in the early 1940’s, over the veto of the then Gov- 
ernor Neely, because in wartime governments at the State level looked 
rather flush. 

In the postwar period—as revenue needs rose—they never returned 
to the use of the progressive income tax. They never did repeal their 
sales tax, and the objective of the majority group in the legislature is 
now to increase the sales tax to meet pressing new needs for schools 
in the State of West Virginia. 

Now West Virginia constitutionally can return to a progressive 
income tax. At the old individual income rates that tax, if restored 
to the books, would now raise $12 million. It would go very far 
toward meeting the educational needs of West Virginia. The evi- 
dence indicates that in State after State the use of progressive income 
taxes can be increased successfully. The spread of regressive taxes, 
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unfortunately, has been encouraged by interests that believe that 
thereby they will encourage the movement of industry into their State. 
This is a most unfortunate situation. 

Mr. Founrain. Of course, it is natural for a State to encourage 
industry to come in and to make the environment as attractive as 
possible for them, and also for the development of new industry 
within the State. 

Mr. Fernpacu. But I don’t think we would agree that creating an 
attractive environment should involve the payment of substandard 
wages, the provision of substandard public services and a substandard 
tax system that involves a subsidy to tempt wealthy corporations to 
come into a State and exploit the citizens. 

Mr. Founrarn. I agree with you on that. I think it is a matter 
of opinion as to whether that is done and in what areas it is done. 

Mr. Bremer. If my memory is correct your State is beginning 
to suffer now as New Jersey and some of the Northeastern States were 
from the inducements of other States to lure industry. Mississippi, 
for example, has a practice that we are very much upset about and 
have proposed legislation trying to stop, of issuing municipal bonds, 
building factories and then presenting them to cor porations on a tax- 
free basis. I know they have lured some industries out of North 
Carolina. 

Mr. Fountain. That is unfortunate but I don’t know of anything 
that the Federal Government can do about it. 

I know in my own State we passed a sales tax, a so-called emergency 
measure, at a time when we thought our schools might have to close 
unless we got more revenues from some place. We had to have the 
money. It was contended that the sales tax would be an emergency 
tax, that it would be repealed after a certain period of time, but like 
a lot of these grants-in-aid, once started, it continued. We still 
have it. 

If we were to repeal the sales tax in North Carolina now, I doubt 
very seriously that we could raise the income taxes sufficiently on both 
individuals and cor porations to enable us to do even a fair job of 
educating our children. We would seriously affect their financial 
resources, and at the same time deprive North Carolina of the very 
good school system it now has and seriously impair our State’s ability 
to maintain current services. I cite that as an example. 

Mr. Fernsacu. Congressman, may I say that I think the rule of 
reason has to apply. We are urging our members in general sales 
tax States where even sales at the grocery store are taxed to first 
attempt to get food out from under the tax. 

Mr. Founrarn. I was opposed to the sales tax when it was enacted 
and I’m still opposed to it in principal. But, like everyone else, I 
have seen the amount of revenue that it brings in when we are unable 
to get it elsewhere. Even though it does bear pretty heavily upon 
many people who are least able to pay, at least it bears upon them in 
such a gradual way—like paying your dues to the church every Sunday 
instead of paying them every year—that the burden is not as heavy as 
it might otherwise be. 

Mr. Fernpacu. Similarly, your State last year raised 27 percent 
of its income from progressive income taxes which is better than half 
of the States of the Union. 
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In some of them the exemptions are so very large that the revenue 
received from income taxes is exceedingly small. We oppose what 
is called double deductibility which goes beyond the Federal privilege 
of deducting State taxes, because double deductibility takes from the 
State and allows the taxpayer to turn around and then deduct his 
Federal taxes from his State taxes. 

In reality even with single deductibility the burden on the upper 
income group is much less than they publicly state it is. 

Mr. Founratrn. I think that is true, and yet I understand that if 
all the corporations in America combined were to pay all of their 
profits into the Federal Treasury, they still would amount to only 
a small portion of the tremendous tax revenue that comes from the 
masses of people. 

Mr. Fernpacw. No proposal like that has ever been made by labor. 

Mr. Founrarn. Surely not. I cite this simply to illustrate that the 
masses of the people bear a heavy portion of the burden. There is 
where we get most of our revenue. We adopt taxes which in effect 
amount to double taxation in so many fields. We pay taxes on taxes. 
I guess as long as people are frail and human, that sort of thing will 
continue to happen. It is difficult to think of a tax that is absolutely 
and completely fair. I believe the income tax probably is about the 
nearest to it. 

You made the observation that the role of the Federal Government 
must be constantly reappraised, that practices can become outdated. 
I think we all agree with that. In this connection, the point has been 
made repeatedly, and we hear it said here in Congress every day by 
many, that grant-in-aid programs, once established, are difficult to 
terminate even after the original need has been met. 

Can you identify any Federal grants that are no longer needed, in 
your opinion ? 

Mr. Bremitier. I don’t think of any. 

Mr. Fernzacu. | certainly can identify an awful lot that have been 
discontinued. 

Mr. Fountarn. Would you do that ? 

Mr. Frrnpacu. WPA, PWA, RFC, the CCC, all of them grants- 
in-aid or direct Federal programs operating at the State lev el that 
were created for specific emergencies. 

Mr. Founrarn. None of those were grants, were they ? 

Mr. Gotppere. They were all emergency measures, and many of 
them were replaced by new programs under the Social Security Act. 

Mr. Bremitter. In the strict grant-in-aid programs, for example, 
we have supported and will continue to support extension of the 
Hill-Burton Act which we think is an excellent program. 

Mr. Fountarn. Let me ask you this. I too have been and am still 
a very strong supporter of that program, but I wonder if it will be 
necessary for us to continue that program indefinitely ? 

Mr. Biemitier. If you say indefinitely I of course would agree with 
you, but at the same time I don’t think that we have yet a to 
reach the number of hospital beds that we need in the foreseeable 
future. We are for continuing it. 

Mr. Founrarn. Should we continue a program just to give every 
State some of the funds even in those areas where States have reached 
the point of being able to take care of their problems? 
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Mr. Bremitier. I don’t know of any State in the Union right now 
that has an adequate supply of hospital beds. 

Mr. Fountain. Do you think some of the wealthier States are in 
a position to finish the job without Federal funds? 

Mr. Bremner. Of course, the wealthier States are only getting 
one-third of the grant as you know. Incidentally, I would like to 
make that point clear, that on that type of program and on the School 
Construction Act the labor movement has testified in favor of the type 
of formula that you have in the Hill-Burton Construction Act. 

Mr. Founrarn. You have cited many factors that explain why the 
Federal Government has undertaken many grant-in-aid programs. 
You have also expressed the hope that Federal financial aid to States 
will be continued and even expanded. 

Is there not some point, Mr. Biemiller, where Federal administra- 
tion can become top heavy and inefficient, can become so big and cum- 
bersome that it is dangerous? 

Mr. Bremer. Theoretically, I would certainly agree with you. 
Practically, I haven’t seen it happen yet anywhere. None of our 
people felt that problem was imminent. I repeat theoretically of 
course I agree with you, it can happen. 

Mr. Fountarn. You and your organization do not fear that con- 
tinued Federal aid—and bear in mind I too favor many of these Fed- 
eral aid programs—and a continual expansion of Federal activities 
may result in centralization of power and control to such an extent 
that it might well lead toward a dictatorship ? 

Mr. Bremitter. No. We think it is quite possible, as in the un- 
fortunately defeated School Construction Act, that you can keep 
control at the local level. We were satisfied that that bill carried 
all the safeguards that are needed. We had no objection to the 
amendment, for example, which Congressman Wright put in the bill. 
We concur in that thought. 

Mr. Founratn. I didn’t have in mind any particular program. 

Mr. Bremiter. I am using it as an illustration, that we all agree 
that insofar as you can devise the technique of keeping effective con- 
trol at the State and local levels, we haven’t the slightest objection. 

Mr. Fountain. I want to ask you this. Do you have any fears of 
Federal control ? 

Mr. Bremititer. We would not, for example, for one moment simply 
sticking on the same illustration want to put control of school cur- 
ricula in the hands of a Federal Commissioner of Education. 

Mr. Fountary. Would you want to put control of the school build- 
ings in the hands of a Federal Commissioner of Education ? 

Mr. Bremituer. No. 

Mr. Fountatn. I wouldn’t think so because if you control the place 
where the children go for their training, ultimately you control their 
education. 

Mr. Fernpacnu. In the construction, however, there probably should 
be standards of safety, fireproofing, adequate light, and things like 
that. 

Mr. Founratn. I think most of the States now have adequate laws 
along those lines. 

Mr. Bremitier. Assuming that we would adopt the sort of matter 
which Mr, Fernbach has mentioned, we would simply say these are 
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certain minimum standards that have to be met. If they fail to meet 
one standard we would expect the State to come up to that one 
standard. 

Mr. Fountain. I think Lagree. I regret that we do not have time 
to ask as many questions as we would like, because your testimony is 
very informative, challenging, and helpful to us as we attempt to 
make, in our limited way, this re appraisal which you have suggested 
ought to be made from time to time. 

One further question: What do you envision that this subcommit- 
tee can do and what part do you envision it can play, particularly 
in regional hearings which we contemplate having, to bring about 
better governmental organization and responsibility a at the State level ? 
I think we all admit that the States ought to do the best job they can 
do, and that in many instances they are not doing it. 

Mr. Bremiiier. Could I submit an answer on that to you in writ- 
ing, because I think anything I said now would be a snap judgment. 

Mr. Fountatn. I would be glad to have you do so. 

Mr. Bremater. I think that is something that we could well fur- 
nish thoughts on. 

Mr. Fernwacnu. I have some very excellent thoughts at this moment. 

Mr. Bremiiier. I am afraid you have got to run. I want to assure 
you, Mr. Chairman, if there is any way we can be helpful that we 
will be very happy to do it. 

Mr. Fountarn. Any information which you may have with respect 
to the tax programs of the various States and any recommendations 
and studies which you have made might be helpful. Will you submit 
them to this committee ? 

Mr. Bremiirter. We have furnished you with a good deal of data, 
and as we get. some more we will be glad to submit it to you. 

Mr. Ferneacu. May I present to the chairman but not for the rec- 
ord a document called the Handbook on State and Local Taxes issued 
in 1955 by the former CIO. I think it might interest your committee. 

Mr. Founratn. In concluding this hearing I should like to make 
a brief explanation of the method used in selecting our witnesses. 

The subcommittee arranged the present hearing ‘for the purpose of 
obtaining the informed judgments of persons close to the problems of 
intergovernmental relations on the approaches that might prove most 
profitable in planning regional hearings. As you know, the sub- 
committee is planning to hold a number of such hearings through- 
out the country in the near future in order to give intensive considera- 
tion to important intergovernmental problems. 

For our first witnesses the subcommittee invited the chairman and 
several other members of the Commission on Intergovernmental Rela- 
tions, inasmuch as these individuals had devoted 2 years to studying 
the area with which the subcommittee is presently concerned. ‘The 
subcommittee next invited testimony from the various associations 
that service and represent the interests of State and local govern- 
ments. It was decided, also, that this would be an opportune time 
to hear the views of the large national organizations which represent 
business, industry, labor, and farm interests. 

The subcommittee is fully aware that many other organizations, 
associations, and individuals are both interested in and affected by 
our activities. It is our hope and intent to provide an opportunity 
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for these interested groups and individuals to appear before the sub- 
committee at a later date. 


I want to express my own and the subcommittee’s appreciation for 
the wonderful cooperation displayed by all of the participants dur- 
ing these 3 days of hearings. I am certain that the testimony given 


here will be most helpful to the subcommittee in its future i inquiries 
and deliberations. 


(Whereupon, at 3:55 p. m., the committee adjourned. ) 
(The following letters were subsequently received :) 


NATIONAL FARMERS UNION, 


Denver, July 23, 1957. 
CONGRESSMAN L. H. FouNTAIN, 


Chairman, Intergovernmental Relations Subcommittee, 
Washington, D.C. 

Dear CONGRESSMAN FouNTAIN: Thank you for your letter of July 19, and 
your invitation for me to participate in your hearing on July 30. 

We have been following the plans of your committee with considerable in- 
terest. You are undertaking a study of vital significance to future progress of 
democratic government. This is also a subject, as your know, on which there 
is a great deal of misunderstanding. We commend your committee for its forth- 
right approach to these problems. 

It is my considered opinion that the problem of division of functions among 
Federal, State, and local governments is properly considered against an en- 
tirely different set of criteria than the problems of finance. I am convinced 
that different units of Government should be assigned operating function in 
accordance with the rule of which can best perform each function. 

The bulk of Government revenue to pay for the costs of Government opera- 
tions should be collected from all the people in accordance with the principles 
of ability to pay. Required funds would then be distributed to units and agencies 
of Government that are performing essential functions. 

I note that you are planning to hold a series of regional hearings. We hope 
you will invite State Farmers Union officials to participate. Presumably you 
will also hold additional hearings in Washington after the regional hearings. 
I should like, therefore, to reserve my participation until some later time after 
the completion of your regional hearings. 

I would appreciate your placing this letter in the record of your July 30 
hearings. I feel that we can be of greater usefulness to your committee in this 
manner than otherwise. 

Sincerely yours, 


JAMES G. Patton, President. 


AMERICAN FARM BuREAU FEDERATION, 
Washington, D. C., August 21, 1957. 
Hon. L. H. FouNTAIN, Chairman, 
Intergovernmental Relations Subcommittee, House Committee on Gov- 

ernment Operations, House of Representatives, Washington, D. C. 

DEAR CONGRESSMAN FOUNTAIN: In accordance with my letter of August 1, 
I am happy to summarize the American Farm Bureau Federation’s views on 
the questions raised by your letter of July 18. 

The Farm Bureau has long had some very definite policies on intergovern- 
mental relations and we were glad to hear that your subcommittee has under- 
taken a comprehensive review of this important subject. 

Our basic policy on intergovernmental relations may be summarized as follows: 

We favor increased emphasis on the assumption of responsibility by 
States and local units of government for exercising their appropriate func- 
tions. Responsibility for government functions should be assigned to that 
unit of government closest to the people which can administer such functions 
effectively. 

We advocate the delegation of constitutional responsibility to State 
governments, for the administration of Federal programs. The Federal 
Government should avoid bypassing State governments through direct par- 
ticipation in programs with local governmental units. 
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The report of the Commission on Intergovernmental Relations is a valuable 
study but it appears to us to have had relatively little impact thus far. This 
is understandable in view of the complexities of the subject, the number of 
programs involved, and the fact that the report dealt with a situation that has 
been developing over a great many years. These factors increase the importance 
of continuing studies such as those now being pursued by your committee. 

We have not attempted to take a position on the numerous recommendations 
made by the Commission since many of these recommendations have not been 
developed into definite legislative proposals. We believe, however, that many 
of the Commission’s recommendations deserve serious consideration by the 
public and the legislative and executive branches of both the Federal and State 
Governments. 

The view that “the growth of Federal programs in fields traditionally con- 
sidered State responsibilities has been due in large measure to the failure of 
the States to meet pressing public needs” seems to us to be misleading. 

The effect of increased spending on taxes is more apparent at the State level 
than at the Federal level. This tends to slow and sometimes to prevent State 
action. People who want a new or expanded program often seek Federal aid 
because (1) the project does not have widespread voter appeal as a State proj- 
ect; (2) they think they can get quicker action by going to the Federal Gov- 
ernment; or (3) they think that someone else will bear a major share of the 
cost if they can get Federal aid. 

Since the connection between increased expenditures and taxes is less clear 
at the Federal level, the Federal Government tends to be responsive to such 
pressures. 

We believe that the responsibility for administering Federal grant-in-aid 
programs should be assigned to State governments under cooperative agreements 
designed to insure that the States meet the requirements laid down by Congress 
for the receipt of Federal grants. 

We doubt that the idea of discontinuing Federal grants-in-aid and simulta- 
neously discontinuing an equal amount of Federal taxation is practical. If this 
could be done, many States undoubtedly would take over some or all such pro- 
grams, but some programs would be discontinued or disrupted in some States. 
However, this approach would appear advisable in certain circumstances. For 
example, when the present program for Federal financing of interstate-highway 
construction is completed, it would appear that very serious consideration should 
be given to terminating Federal automotive excise taxes and at the same time 
returning to the States the primary responsibility for completing the highway- 
construction program. 

It is always difficult for the Federal Government to discontinue aid to an 
existing program. A more practical approach to the problem of increasing State 
responsibilities is (1) to require the States to assume increased responsibility 
when the expansion of an existing grant-in-aid program is desired, and (2) to 
establish rather strict standards for the initiation of new grant-in-aid programs. 

In our judgment, Federal grants-in-aid ought to be used primarily (1) to 
encourage the States to undertake needed new activities within the area of their 
responsibilities, and (2) to permit a needed coordination of State activities. 

As a general rule, we doubt the wisdom of trying to use Federal grants to 
reduce inequalities among the States. It is very difficult to measure the relative 
needs of the States for Federal aid. Grants based on need put a premium on 
the continuation of undesirable conditions. Finally, it is not realistic to expect 
the Congress to limit Federal grants for a widespread activity to a minority of 
the States. 

Except in cases where there is a continuing need for Federal coordination of 
State programs, Federal grants-in-aid should be regarded as a means of stimu- 
lating the States to undertake their responsibilities rather than as a device 
for putting a fixed proportion of the cost on the Federal Treasury. Once a 
program is firmly established, the States may appropriately be required to 
assume responsibility for needed expansions. This approach permits an in- 
crease in State responsibility without the disruptions that might sometimes 
follow the withdrawal of Federal aid. The land-grant colleges provide a good 
example of a Federal grant-in-aid program where this has been done. Federal 
aid to these institutions has declined in importance because it has been held 
constant for many years, with the result that the States have found it necessary 
to assume an increasing share of the cost. 

If the Federal Government is to initiate a program without relieving the 
States of responsibility in the area concerned, it must require that the States 
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make a financial contribution to the cost of the program from the very beginning. 
The financial pressure on State governments is such that they are always re- 
luctant to take over a program that has been entirely financed by the Federal 
Government. It is much easier for them to increase their contribution to a 
joint Federal-State program. 

Federal aid to education is a good example of the type of program that ought 
to be avoided. Here is a case where the States clearly have responsibility and 
existing programs, and where no Federal coordination is needed. 

As indicated in our general statement of policy, we think that the Federal 
Government should avoid bypassing State governments through direct partici- 
pation in programs with local governmental units. Slum clearance and urban 
renewal. public housing, and airport construction are examples of programs 
where this has been done. In the long run, we believe that more effective prog- 
ress will be made toward the attainment of almost any public-policy goal if 
the responsible participation of State governments is encouraged by appropriate 
Federal legislation. Many of the functions exercised by field offices of Federal 
agencies can be more effectively exercised by State agencies, with such Federal 
audit as may be desirable to insure appropriate use of funds. The willingness 
of State governments to assume responsibility for such projects will vary a 
great deal with conditions within the various States, but these are primarily 
the problems of local municipalities. We believe that municipalities can and 
should assume greater responsibility for such programs. 

In some cases, State aid or State action to facilitate municipal financing of 
needed programs may be appropriate. In the case of airports, a larger share 
of the cost might well be financed through user charges. Regardless of the 
exact procedure that might be followed in individual cases, we are confident 
that such local problems can be solved locally. 

We believe that Federal excise taxes should be limited largely to nonessentials 
and luxury goods and that the retail sales tax field should be reserved to the 
States. It may be that other tax fields should be relinquished to the States, 
but we are not prepared to make specific recommendations on this at the 
moment. 

We do not favor the idea of a tax-sharing arrangement whereby the Federal 
Governiient would continue to occupy the major tax fields and turn a percentage 
of its collections back to the States. This would encourage fiseal irresponsibil- 
ity. The governmental unit which decides how public money is to be spent 
should have the responsibility of levying the taxes that are required by its 
expenditure authorizations. 

In a growing number of instances, the exercise of State responsibility for 
governmental functions has been handicapped by the judicial doctrine of “Fed- 
eral preemption,” whereby the courts have held that, when the Federal Govy- 
ernment has legislated extensively in a particular field, State jurisdiction is 
extinguished. Thus, the courts have held that State governments may not 
legally take action to prevent subversive activity, since the Federal Government 
has preempted this area of public policy. We believe the enactment by Con- 
gress of H. R. 3, by Congressman Smith, would be most helpful in the restora- 
tion of the integrity of State law and the jurisdiction and responsibility of State 
governments. 

In conclusion, I want to express appreciation for the opportunity to express 
these views, and to ask that this letter be included in the subcommittee’s hearing 
record, if possible. 

Sincerely yours, 
CHARLES B. SHUMAN, President. 
x 





